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“GATHERED AROUND THE PIANO,” by Douglass Crockwell, Number 25 in the series “(Home Life in America,” by noted American illustrators 


Sooo belongs. id enjoy it 


In this home-loving land of ours ...in this America of kindli- 


ness, of friendship, of good-humored tolerance ... perhaps no 
beverages are more “at home” on more occasions than good 
American beer and ale. 

For beer and ale are the kinds of beverages Americans like. 
They belong—to pleasant living, to good fellowship, to sensible 
moderation. And our right to enjoy them, this too belongs—to 


our own American heritage of personal freedom. 
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This tire runs over 
2,100 nails every day 


A typical example of B. EF Goodrich development in tires 


5 lew wire, screws, boards and 
3 other remains of broken barrels 
| and packing cases often litter the 
areas around docks and warehouses. 
| That’s true in the case of American 
» Stevedores, Inc., in New York City. 
This company operates 180 pieces of 
F equipment in their stevedoring and 
| warehousing operations. 
| In one day’s work it is estimated 
| that a single tire runs over 4,200 punc- 
turing objects. The risk of constant 
flat tires and lost equipment time makes 
the use of ordinary tires and tubes 
impractical. 
When American Stevedores’ men 


and B. F. Goodrich men got together, 
they came up with the solution— 
BFG Seal-o-matic tubes. Seal-o- 
matics seal punctures automatically. 
(There is a layer of firm but gumlike 
compound right beneath the tread 
and shoulder areas of the tire.) 
When a nail or other sharp object 
pierces the tire and tube, it is instantly 
gripped by the gummy substance. No 
air is lost. And when the nail is re- 
moved, the sealing compound is 
drawn into the hole. Some of the seal- 
ing substance is often drawn up into the 
tire, sealing that hole also. The tire may 
be punctured—but it doesn’t go flat! 


Seal-o-matics are available for pas- 
senger cars, trucks and industrial vehi- 
cles. They pay forthemselves quickly — 
yet often outlast two or more ordinary 
inner tubes. In addition, Seal-o-matics 
increase tire life because they help pre- 
vent blow-outs; increase tire mileage. 

Call your local B. F. Goodrich 
representative or visit the BFG store 
in your area. The B. F, Goodrich Com- 
pany, Akron, Ohio. 


Tach Tips 
B. F. Goodrich 








News within the News 


TRUMAN PROGRAM STEP BY STEP—What President Truman wants the new 
Democratic Congress to do may bring widespread changes in the next two 
years. His entire program is outlined in Mr. Truman’s State of the Union message 
to the reconvening Congress, printed here in full text 


GUIDE TO GOVERNMENT'S NEW BUSINESS POLICY—What’s ahead for business in 
the way of higher taxes, controls, allocations, minimum wages, credit and 
Government aids, if the Administration gets its way, appears in the President’s 
economic report. This is the complete text...............cccccsscesseseeeeees sspovtiniiteets , 


BENEFITS PROMISED FOR ALL P.11 
Something for almost everybody, with 
large taxpayers footing most of the bill, 
is promised in the new Truman program. 
This article gives a look into details of 
the President’s plans. It shows what’s in 
store for you if Congress goes along. 


NEW TRY FOR PEACE 

Dean Acheson, as Secretary of State, is 
to make a try for real peace. Military will 
be played down, but tough policy will 
remain. Mr. Acheson finds Germany the 
crux of present troubles, the spot on 
which to concentrate. Decisions must be 
made, too, on what is to be done about 
an Atlantic treaty, about U.S. policy in 
China and Japan, about Greece, Austria, 
Indonesia. 


SLUMP IN LUXURY SALES 

Market for luxuries isn’t what it used 
to be. Stores are finding highest-priced 
jewelry, cosmetics, nonessentials hard to 
sell. Liquor consumption is down. Re- 
sorts fight for customers. Movies, night 
clubs, hotels feel the slump. Pleasure 
business is settling down to more normal 
proportions. 


REVOLT IN THE G.O.P. 
Young Republicans are rebelling more 
strongly against party leaders. The result 
may be a reshaping of the G.O.P. The 
fight is dividing Republicans in Congress, 
in State legislatures, in courthouses 
‘throughout the country. Here’s a blow- 
by-blow account of what’s happening. 


ARABIAN OIL IN WARTIME 

If war comes, the oil-rich Middle East is 
likely to collapse under any Soviet attack. 
An on-the-ground survey shows that 
U.S. and Britain must write off that 
strategic area as a military loss in World 
War III. 


RUSSIA’S WAR ON SCIENCE P. 22 
Joseph Stalin’s Russia is waging a new 
kind of “cold war.” This time, it’s inside 
the Soviet, directed against Russian sci- 
entists. Battalions of new scientists are 
taking over in one field of science after 
another. Motives behind the purge are 
pieced together here for the first time. 
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mands as it had been in youth, but he had no 


1. To look at him, you would never guess that 
warning signs of heart trouble. 


there is anything wrong with this man’s heart. He 


is just a bit over 50 years old, active, happy, and 
getting a lot out of life—yet he has heart disease. 

Like everyone else his age, his heart had beaten 
about one and three quarter billion times. Of course 
it was not as strong or as adaptable to sudden de- 


As a result of periodic medical examinations, his 
doctor was able to detect his impaired heart early, 
when chances for improvement are best. Today, 
by following his physician’s advice, this man can 
lead a useful life of nearly normal activity. 


2. He enjoys many mild 
forms of exercise, but care- 
fully avoids any overexertion 
which might further strain 
his weakened heart. 


2 


3. B eating moderately, he 
lighvens the work of his heart 
during digestion. This helps 
to avoid overweight, which is 
alwaysa burden for the heart. 


4. He is able to carry on his 
daily work, but allows plenty 
of time for sleep and rest. His 
heart then will have a chance 
to rest, too. 


5. He maintains a calm and 
cheerful outlook, for his doc- 
tor explained that fear, worry, 
or nervousness might make 
his condition more serious. 


COPYRIGHT 1949— METROPOLITAN LIFE INSURANCE COMPANY 
| SCIENCE has made 
many advances in treating heart 
ailments, and more research 
than ever is being done on these 
diseases. The Life Insurance 
Medical Research Fund, sup- 
ported by 148 Life insurance 
companies, is devoting all its re- 
sources to studies of this prob- (4 
lem. For other helpful informa- 
tion about heart disease, send 
for Metropolitan’s free booklet, 
29-K, entitled ‘‘Your Heart.” 


Metropolitan Life be alana iad dunia 

Your employees will benefit 
Insurance Company from understanding these 
important facts about heart 
disease. Metropolitan will 


gladly send you enlarged 


MUTUAL /X COMPANY) 


copies of this advertisement 
— suitable for use on your 
bulietin boards. 


1 Mapison AvenveE, New Yorx 10, N.Y. 
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TO VETERANS—IF YOU HAVE NATIONAL SERVICE LIFE INSURANCE—KEEP IT! 

















NCE upon a time there was a 
handsome young rooster named Thack- 
eray whose parents wanted him to 
become the Cock of the Walk. 


However, one big thing stood in the 
way: Thackeray’s bad temper. Now 
there is nothing unusual about a rooster 
having a bad temper . . . but most of 
them can control theirs by counting 
up to ten. 


Thackeray could not control his . . . for 
the simple reason that he could only 
count to five. As a result, he was al- 
ways getting his feathers bashed in by 
brighter roosters who could count 
higher and keep their heads. 


His parents hired the best math teach- 
ers available . . . but no one could do a 
thing with Thackeray. Desperate, they 
appealed to the Learned Society of 
Rhode Island Roosters. These wise 
birds pondered over the problem a 
long, long time. At last they came up 
with a beautiful solution. 


“Don't bother counting to ten,” they 
told Thackeray. ‘“‘Count up to five 
and then start all over again.” 


Human beings, like roosters, are also 
liable to lose their tempers when doing 

















figure work. But nowadays they don't 
need a good head for figures to keep out 
of trouble. 


Luckily, business men have at their dis 
posal equipment that can handle—with 
accuracy and with ease —dny figure 
problem from the simplest addition to 
the longest division: Comptometer 
Adding-Calculating Machines. 











ae 





——————— 


Comptometer (Reg. U. S. Pat. Off.) 
Adding-Calculating Machines, made 
only by Felt & Tarrant Manufacturing 
Co., Chicago, Ill., are sold exclusively 
by its Comptometer Division, 1726 
North Paulina Street, Chicago 22, III. 
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Mr. Truman is to be a different President in his new term. He is to be 
more confident, less hesitant, more inclined to step out on his own. 

Congress is to find the White House more determined to have its way, less 
inclined to take whatever is offered. Mr. Truman is veering to the left. 

Other nations, tending to look to U.S. diplomats and military leaders for 
guidance on policy, now are going to find the White House doing the guiding. Mil- 
itary influence hereafter is to be on the wane in top councils. 

Cabinet members, encouraged to run their own shows in the past, are to dis- 








cover the White House more ready to check up on what they're doing. 

Mr. Truman felt insecure during his first term. He had inherited his big 
job, not won it on his own. Now he has won and nobody can question his right to 
wield the immense power that goes with the Presidency. The intention is to use 
some of that power with confidence and without too much worry about whose offi- 
cial toes are trod on in the process. 


Peace, or at least progress toward peace, is Mr. Truman's No. 1 goal. 
War, policies that have war as their end product, will get less emphasis 
for a time at least; will give way to cautious soundings on ways to peace. 

War scares are less likely in 1949, peace missions more probable. 

Actual peace, however, is not in sight. What might be in sight is a sort 
of armed truce while both sides feel their way through a tangle of issues. 

Mr. Truman is to try his hand at foreign policy. Dean Acheson will act for 
the President, where George Marshall often acted on his own. There will be a 
new try at solving old problems, new ideas, new approaches. But there will not 
be appeasement. There won't be retreat or surrender. Just exploration. 
Maybe something will come of it, maybe not. But the trend is changed. 








What's happened in a general way is this: 

U.S. set out under General Marshall to test Russia, to get a showdown, to 
be tough. The idea was that Russia in a showdown would back up and deal. 

Russia countered with political offensives, with trouble making, with a 
tendency to get tough on her own. In the showdown she didn't back up. 

Then the issue became: shoot or talk. 

Mr. Truman is indicating a willingness to talk. He is dropping hints to 
Russia that U.S. would be interested in new gestures from that side. 

A military approach to diplomatic problems is to give way to a lawyer's 
approach. Instead of a single idea, strongly backed, there'll be a tendency to 
try many ideas in diplomacy, to use ingenuity, get a few new concepts. 








Armament spending is to go on rising. U.S. isn't going to give up its idea 
that Russia understands strength and nothing much but strength. 

Lend-lease will be urged for revival, to rearm Western Europe. 

Military alliance with Canada, Britain, France, other nations is to be 
pressed. There is no intention to alter policies that are set. 
Aid to Europe will go on under the Marshall Plan. 
Berlin "air lift" is going to continue. U.S. can't and won't back down. 








(over) 


























NEWSGRAM=--TOMORROW-- (Continued) 


But Mr. Truman seems to be convinced that there is some way out of the in- 
passe in the world other than through all-out war, which nobody would win. It 
is in the field of foreign policy that the President is to center one of his big 
new efforts. In that field, as in the domestic field, it might be said that the 
trend disclosed is a trend toward a Truman New Deal. 


Mr. Truman is to get from Congress many of the things he wants. He's to 
get the things that cost money, not So much those that tax or regulate. 

Old people will get their annuities increased. Congress is set on that. 

Farmers, maids in homes, small businessmen, doctors, lawyers are likely to 
be covered by old-age insurance. There will be a tax to pay. 

Unemployed are quite sure to get bigger benefits. 

The ill, those disabled and losing income probably will get aid. Idea is 
to give them up to $45 a week if disability lasts more than a short time. 

Doctors, dentists, nurses, hospitals, however, may not face socialized med- 
icine in 1949. There's to be a big argument over health insurance. Costs can 
come very high when anyone can get medical care, hospital service, dental ser- 
vice, free eyeglasses, free drugs, free laboratory service, with Government foot- 
ing the bill. Congress is likely to move with care on that one. 





Low-cost housing, subsidized, is to be approved. 

Local school systems almost surely will get federal aid. 

Scientists are likely to get a Foundation and more federal subsidy. 

School children are due to get bigger and better free lunches. 

Poor people probably will get some free food before the year is ended. The 
plan is to revive a food-stamp plan to give away surplus foods. 

Farmers, of course, are to be given firmer price supports for 1950. 

Users of electric power are promised more TIVA's, more electricity for the 
farm. Cheap and abundant power is called for by the Truman program. 

















Taxes to pay for it all are something else again. 

Corporations probably will pay a higher tax on 1949 income. Tax rise, if 
voted, very likely will be a flat percentage rise, not graduated. 

Married persons in middle and upper income brackets might pay a little more, 
too. The search is for a way to take back part of the tax cut given to married 
persons in 1948 without adding to taxes of single persons, who got very little 
tax reduction. Any tax increase for individual incomes is uncertain. 

Pay-roll taxes, however, probably will rise as social security grows. New 
groups who may be covered by social insurance will pay a tax. Housewives may 
have to pay part of the tax for maids, farmers for farm workers. All of the 
groups covered probably will be taxed on income up to $4,800 a year instead of 
the present $3,000 a year. Social security can cost very much money. 

Excess-profits tax is dead. So probably is a penalty tax on the amount of 
income withheld from stockholders by corporations. 














When it comes to proposals for regulating buSiness..... 

Price control: Very improbable in any form. Wage control: Not a chance. 
Rent control: It quite Surely will be strengthened. Allocations: Improbable on 
any formal basis. Export controls: They'll be continued. Steel plants: Govern- 
ment won't build any of its own. Bank credit: Maybe there will be more power to 
control bank reserves. Minimum wage: It will be raised, maybe to 65 or 70 cents 
an hour, possibly to the 75 cents an hour asked. 

Mr. Truman is unlikely to press hard for most of the controls he asks. Re- 
sult is that Congress will be inclined to let things run as they are. 

Universal military training is very unlikely to be enacted. 

Draft will continue on about its present basis. 

Armed forces probably will get a pay raise, will still try to get most of 
the men needed through volunteering. Draft serves as a club. 
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A look . .. you’re captivated. A ride... you’re convinced that these tires ate the high-level 
complement to the ultra-cushioning and control engineered into your new car... or, are 
a real solace if you are still awaiting that car. Here are tires that contact the road with 
sure grip .. . steering ease . . . and that “corner” well. Their supple side-walls combine 
both extra flotation and stability. Their rib-type configuration provides maximum protection 
against skidding, and a tread compound of high abrasion resistance supplies maximum 
traction and many more miles. 





The insignia proudly shown below testify superior service... identify LEE tire dealers 
—more than 19,000 from coast to coast. So that you may share our confidence, 
LEE Super DeLuxe tires are doubly guaranteed: for 15 months—from all toad 
hazards; for life-—-from any defect. : 
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Just stop anywhere you see the LEE Tire signs. \ EATON Ay 
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New England to the 
Florida Keys 
THE ATLANTIC Ohio and Michigan Mid-West States Pacific Coast States 

eaeae nites HICKOK OIL CORP. PHILLIPS SIGNAL OIL CO 
ations and Dealers Hi-Speed Stations PETROLEUM CO. Stations and Dealers 
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LEE RUBBER & TIRE CORPORATION, CONSHOHOCKEN, PA. 


Republic Rubber Division ... Industrial Rubber Products ... Youngstown, Ohio 
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EXECUTIVE SERIES 


HEN men of industry confer, 

comfort is a prime necessity. 
That's why, in so many offices and 
conference rooms of America’s 
leading firms, you’ll find supremely 
durable, superbly styled ROYAL- 
STEEL Furniture. Added advan- 
tage:. ROYALSTEEL offers you a 
complete installation ‘‘package”’ 
... froma convenient sing/e source! 
Write for Royal’s “Guide to In- 
terior Design.” 


Correlated in Design 
THE SECRETARIAL 
GROUP 

. in matching 
square tube, all 
welded construction, 
ond choice of 
Royal's meny long- 
weoring upho!- 
steries, meta! fin- 
ishes and colors, 


BY MAKERS OF 


ROYAL METAL MANUFACTURING CO. 
185 N. Michigan Avenue, Chicago t 
New York 


Los Angeles + “Preston, Ont: 
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HE HARRY TRUMAN who met the press 

last week was a more assertive Presi- 
dent. He would stand for no needling 
from correspondents, refused to be drawn 
out on what he meant by announced 
policies. 

The press conference was called to 
announce a shift in the State Department 
on January 20. Ailing Secretary George 
C. Marshall had resigned. So had Under 
Secretary Robert A. Lovett. To re~lace 
them, Dean Acheson, a former Under 
Secretary, would become Secretary of 
State, and Budget Director James E. 
Webb would become Under Secretary. 

Mr. Truman then stepped on all at- 
tempts to draw him into a discussion of 
foreign policy. He said, firmly, that Mr. 
Acheson’s appointment did not indicate 
any change in policy. There had been no 
Forrestal-Lovett-Marshall foreign policy, 
despite columnists’ gossip. Foreign policy 
was the Truman policy and that was that. 

On questions dealing with his state of 
the union message, Mr. Truman was 
equally abrupt. He didn’t know what 
the first legislative step would be on the 
possibility of Government-built _ steel 
plants. That was up to Congress. How 
about an excess-profits tax? His stand 
was made clear in his message. Taxes are 
initiated in the House. On labor? His 
message was clear on that point, too. 
When correspondents persisted with 
questions, the President cut them short, 
told them to read his message. 


ARLIER IN THE WEEK, Mrs. Truman 
c and Margaret beamed down from 
front-row seats in the House gallery. Be- 
low them, Mr. Truman, grinning and 
bowing, made his first appearance be- 
fore the 81st Congress, 

The President was there to tell the 
lawmakers about the state of the union. 
It was good, he said, and there were 
more cheers. He also had come to tell 
Congress what he thought should be 
done to keep it good. There was more 
applaus. as he called for broader social 
security and repeal of the Taft-Hartley 
Act, although Southerners grew icy at 
the mention of civil rights. 


~Harris & Ewing 


Finally, Mr. Truman got around to the 
point of what it all would cost. 

“I recommend,” he said slowly, “that 
the Congress enact new tax legislation to 
bring in an additional $4,000,000,000 of 
Government revenue.” 

Suddenly there was a dead, cold 
silence. Enthusiasm grew slowly, how- 
ever, as he went on to talk about con- 
gressional co-operation on the “Fair 
Deal” he now was offering the country. 


HE PRESIDENT, some thought, had re- 
, sce there a flash preview of the 
session. Most of the legislation he wants 
may not be too hard to get, except for 
his civil-rights measures. Senate South- 
erners and their filibuster weapon stand 
in the way on those. And the Southerners 
will not give up easily. 

In the House, the Administration’s 
strength already had been demonstrated. 
The session was scarcely two hours old 
before the power of the Rules Commit- 
tee to block liberal laws at the bidding of 
its dominant coalition—Republicans and 
Democratic conservative Southerners— 
had been whittled away. 

Speaker Rayburn and the Administra- 
tion leadership were using strong tactics. 
The change in rules was pushed first of 
all through a binding Democratic caucus, 
the first held in years. Opposition, from 
the South, was simply shouldered aside 
in the House, and the Rules Committee 
change was ordered without debate. The 
House seemed ready to vote much of the 
Truman program. 

But taxes are to prove an obstacle. Al- 
ready, preliminary conferences were on 
as to what should be done about the 
Government’s revenues. At the outset, 
they developed little except a demon- 
stration of the fact that tax raising is un- 
popular with men who must be elected 
periodically. 


M‘. TRUMAN had scarcely gone back 
to the White House when the quar- 
reling began. Democrats thought the 
President had followed out his campaign 
pledges to the letter. Republican leaders 
talked forebodingly of state socialism. 
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... sensational Floating Power in 1932 
followed by ... Fluid Drive... safety- 
rim wheels, super-cushion tires . . . these 
and many others were great forward 
steps in automobile safety, comfort and 
performance. 


Our engineers had the creative imagi- 


You'll get in and out with ease. Again 
there'll be room for your hat. Seats will 
be wider—yet the cars will fit into your 
garage. Fender dents won't cost a fortune 
to fix. You'll be able to change a tire, or 
put on a set of chains. Again, our cars 
will be easier to drive and park. They'll 


AGAIN YOU GET THE GOOD THINGS FIRST FROM 
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Plymouth, Dodge, De Soto and Chrysler 
cars, | cordially invite you to see them at 
your dealers when they are announced. 

They’re the finest that engineering, 
imagination and common sense ever 
built . . . and they look it. 
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SOMETHING FOR EVERYBODY 
PROMISED BY MR. TRUMAN 


Business and Big Taxpayers to Get the Bill 


Free medical care, more pay 
for jobless, bigger pensions are 
only part of Truman New Deal. 
if Congress goes all the way: 

Better housing at low rents is 
ussured. Prices are to be held 
down, wages kept up. Farmers 
get more electric power, a guar- 
antee of stable earnings. Youth 
gets better schooling. 

The bill for all this is to go to 
big taxpayers, larger corpora- 
lions. They are expected to fi- 
nance big Government. 


There is something for almost every- 
body except larger taxpayers in Mr. 
Truman’s New Deal. By prying into 
details of the plans taking shape, peo- 
ple can see what they are supposed to 
get. Persons of larger income and cor- 
porations are counted upon to pay 
much of the bill. 

Old people are to get bigger pensions. 
Unemployed are promised more in week- 
ly checks, There are to be free medical 
services for the sick, weekly checks for 
those who are ill. Youth is down for more 
money for education, Farmers get assur- 
ance of firm price supports. Tenants are 
promised stable rents. Ill-housed are to 


sidized, Plans call for more electricity on 
farms, more public power, more develop- 
ment of river valleys. Nobody in the era 
outlined is supposed to make less than 
75 cents an hour. 

Unions are promised more Government 
protection to keep them strong. Prices, if 
Mr. Truman has his way, will be kept 
from rising further. Mergers will be 
harder to effect. Government may go into 
the steel business. The goal is to create 
one big, happy family, with security for 
the individual and a struggle for survival 
among competing units in business. 

Youths, however, will be expected to 
give at least one vear of their lives to 
military training. Corporations are to 
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get low-rental housing, Government sub- 
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THE TRUMAN MESSAGE 
. . coverage is complete 


work hard, expand, make money so that 
they can pay more of the bill for social 
services for everybody, At the top, plan- 
ners are to sit, pulling the levers, turning 


‘on and off the spigots of public works, 


controls, subsidies, money supply so that 
the country can keep afloat and happy. 

Big and growing Government is 
to do new things to try to provide more 
security for more people. 

Old people, man and wife, are to get 
annuities up to $37.50 a week, or about 
double the present, under plans Congress 
is asked to approve. A widow with two 


What can the people of the 
U. S. expect from the new Truman 
Administration? 

Answers on future plans for busi- 
ness, labor, taxes and profits now 
are available in the actual words 
of the men who shape White 
House policies. 

As a special service to readers 
of U.S. News & World Report we 
present in this issue, beginning 
on page 57, the official texts of 
President Truman’s message on the 
State of the Union and of the busi- 
ness-outlook report submitted by his 
Council of Economic Advisers. 


children could get as high as $37.50 a 
week, too, To pay the cost of bigger 
checks to those who retire, pay-roll taxes 
would be collected on as much as $4,800 
a year of individual income, instead of 
$3,000 as at present, 

Household help, maids, cooks are 
to be included under the retirement 
system. Housewives will pay part of their 
tax. Farmers are to be covered as well. 
So are farm hands. There will be insur- 
ance, too, for doctors, lawyers, small 
businessmen, other self-employed. 

Almost everybody who works is to 
get a weekly check if ill or disabled. The 
check could be’ for as much as $45 a week 
and it would be for a minimum of $30 a 
week. Under the plan covering tempo- 
rary disability, the checks would come 
for 26 weeks. After that, they would 
come on a permanent disability plan and 
doctors, dentists, lawyers and_ others 
would be covered as well as employes. 

Unemployed will be assured of big- 
ger checks for longer periods under the 
Truman plan. See story on page 44. 

Anyone who gets ill would be taken 
care of by a health-insurance plan that 
is to be pushed by the White House. 
There will be protection for 125,000,000 
people if the plan is accepted. Medical 
service, under this plan, is to be paid 
for on an insurance basis, Doctors’ bills, 
dentists’ bills would go to the insurance 
system for payment, There would be 
home nursing service, hospital care, labo- 
ratory service, medicines, eyeglasses, ev- 
erything for those needing care, and at 
a cost in billions. Doctors, dentists, nurses 
and hospitals could join the system or 
not, as they wished. With everybody 
entitled to service—and to disability pay- 
ments while ill—a sharp rise in demand 
for hospital beds would be expected. 

The ill-housed come next. Subsidies 
are to be provided for buildirg 1,050,000 
new dwellings. These dwellings will be 
built, once Congress approves, in three 
to seven years. As many as 300,000 can 
be built in one year, All will be con- 
structed by public housing authorities. 
Rentals to be charged are to be low in 
relation to rents generally. There will be 
a limit on the amount of income that a 
family may earn and still reside in the 
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CLOSE-UP: BETTER HOUSING, SCHOOLING, MEDI 
At the top—planners pulling levers 
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projects, but this limit is to be raised by 
counting out the income of minor mem. 
bers of the family. 
Help is to be provided, too, to lower- 
income farmers who may want to build 
homes for themselves. There will be 
gifts of up to $1,000 per family, and 
low-interest, long-period loans for added 
costs of the dwelling. To help finance the 
whole program of low-cost public hous- 
ing, the Government intends to sel] 
bonds to the public. 
Farmers will get assured subsidies, 
They are down for the housing aid al- 
ready mentioned. A subsidy for soil con- 
servation is to be continued. Then Con- 
gress is to tighten price supports so that 
the floor under prices of major farm 
products probably will be set at no lower 
than 70 to 75 per cent of “parity” in 
1950 and thereafter. In 1950, under 
existing law, prices could decline for 
many products to as low as 60 per cent 
of parity. The Government, too, is to 
finance construction of facilities for 
storing farm products on a large scale, 
The prospect is, however, that farmers, 
in return for the things they get from 
Government, will find in years to come 
that their industry is made subject to 
strong control by Government. A return 
of production control already is being 
forecast. Many officials are convinced 
that Government, within a few years, 
will be telling individual farmers what 
they can grow, in what quantity and for 
what purpose. Mr. Truman hints that 
Government may have to return to a 
stamp plan for giving away some food to 
lower income groups. There will be 
bigger and better free school lunches. 
Wage earners, of course, are down 
for many things. They are the ones to 
benefit most from bigger and better social 
insurance, from public housing, from any 
plan to give away food. Mr. Truman, 
too, wants to fix a floor under wages at 
75 cents an hour instead of the present 
40 cents. Wage earners are to find that 
Government is returning more power to 
the unions, of which a large proportion 
are members. There is to be federal aid 
to education to assure a minimum amount 
on education per child no matter how 
poor the district or the community or 
the State in which the child resides. 
The West is to get more money for 
reclaiming land. It is to get more to spend 
on dams for irrigation and for public 
power development. The Midwest, too, 
is down for more money to develop the 
Missouri Valley. There is White House 
support for the go-ahead signal on com- 
pletion of the St. Lawrence Waterway. 
Mr. Truman wants the Federal Govern- 
ment to build lines to carry power from 
hydroelectric projects to consuming areas. 

Businessmen are to get a chance to 
use many of the dollars that flow from 
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the Federal Treasury as it carries for- 
ward the Truman New Deal. 

Public housing will be constructed by 
private firms, not by Government. Mer- 
chants will get their chance at dollars 

aid to the aged, or the unemployed or 
the disabled. If food is distributed free 
through a stamp plan, grocery stores will 
handle the distribution. Farmers who 
get subsidies, directly or through price- 
supporting loans, will spend those dollars 
in private industry. 

Armament orders will go to steel com- 
panies, private firms making everything 
from uniforms to aircraft. Public power 
developments will mean orders to pri- 
vate firms for generators and other equip- 
ment. Mr. Truman suggests the Gov- 
emment may want to go into the steel- 
making business, but the chance that it 
will do so is not great at this time. 

Doctors, dentists, nurses, are to get a 
chance to decide whether they wish to 
enter any program of public medicine. 
In Britain, where physicians and dentists 
at first were cool to socialization of their 
profession, there is reported now to be 
arather broad change of mind. With the 
state paying the bills, there is no prob- 
lem of collection and many incomes are 
high. There are stories of dentists making 
$40,000 a year. The eyeglass industry 
cannot keep up with orders. Sales of 
drugs, now paid for largely by the Gov- 
ernment, are breaking records. In U.S., 
private business would continue to sup- 
ply the requirements of a_ socialized 
medical service and a socialized system 
of hospitals and laboratories. 

Bankers, more than businessmen, are 
to find their business subject to more 
Government direction if the President’s 
plans are carried out. Businessmen are 
threatened with price control and with 
rationing of materials, but those con- 
trols are unlikely to be given. Bankers, 
however, are more likely to find that 
money supply with which they deal is 
more firmly influenced by Government. 
There is a chance that bank reserves will 
be brought more definitely under con- 
trol. The price of money will continue to 
be fixed to a degree by Government sup- 
port of the market price of its bonds. 
Installment credit is to continue to be 
regulated, Financing of public housing 
projects, of other subsidized projects, 
often will be on terms and under con- 
ditions set by the Government. The 
banker may find that as time goes on he 
is more and more an agent of Govern- 
ment, 

Landlords are to find that their busi- 
ness is subject to continuing control, too. 
Mr. Truman wants construction of more 
rental dwellings. At the same time he 
wants a firmer control over rents to be 
charged. Return to a free market in 
rents is not now in sight. 
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THE PRESIDENT AND HIS LEGISLATIVE LEADERS 
Mr. Truman, majority leaders McCormack and Lucas and Speaker Rayburn 


Taxpayers, of course, are the ones 
who have a major stake in the Truman 
New Deal. Everybody who works is go- 
ing to be called upon to pay part of the 
cost of social services. Individual work- 
ers, where covered by social insurance, 
now pay a maximum of $30 a year, with 
a raise to $45 scheduled next January 1. 
Mr. Truman wants to raise that tax to 
at least $72 a year and maybe more, 
with the tax 1.5 per cent on income up 
to $4,800. Employers would match that 
amount and, in addition, would pay the 


full cost of unemployment insurance. 


Mr.: Truman wants to tax corporation 
income more heavily. He is asking, too, 
that individuals earning more than $5,000 





THE 81st CONGRESS GETS DOWN TO BUSINESS 
A flood of new bills has already been docketed 


a year pay more tax. Housewives are 
to find that social insurance calls for them 
to buy stamps to enter into account books 
of the help around the house, in event 
coverage is broadened to that help. 
Farmers will have to do the same for 
their workers, and if farmers want retire- 
ment for themselves they will need to 
pay for their own stamps. 

All in all, the Truman New Deal 
represents an effort to redistribute the 
country’s income, assuring a minimum 
income to those who have least at the 
expense of corporations and individuals 
who have more. Everybody is slated to 
get something, but much of the bill goes 
to the income tax payer for payment. 
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NEW APPROACH TO PEACE 


President Paves Way With Cabinet Change 


President Truman is_ taking 
over as head man of U. S. foreign 
policy. New tries for a peace deal 
with Russia are looked for. 

Mr. Truman is tightening his 
lines in the Cabinet and Senate. 
Dean Acheson, as State Secre- 
tary, is to work on White House 
ideas. 

Firm policy toward Russia 
holds. But outlook, with General 
Marshall out, is for cautious 
peace feelers in months ahead. 


A new try, despite denials, is to be 
made by U.S. to find a basis for peace 
in the world. President Truman hopes, 
in the term he is about to start, to 
earn a reputation as a peace president, 
not a war president. 

Dean Acheson, taking over as Secre; 
tary of State, is to act as Mr. Truman’s 
agent in the search for peace. (See page 
32.) The President is reported to be de- 
termined to keep foreign policy firmly 
in his own hand. He had lost his hold 
on that policy to some extent in the 
period when George C. Marshall served 
as Secretary of State, working closely 
with Senator Vandenberg (Rep.), of 
Michigan, chairman of the Senate Com- 
mittee on Foreign Relations in the 80th 
Congress, and with the military depart- 
ments of the Government. 

To strengthen his own hand, Mr. 
Truman insisted personally upon a shift 
in the balance of power within the highly 
important Foreign Relations Committee. 
Membership on this Committee was 
shifted, so that Democrats can take firm 
control, with eight members of their 
own to the Republicans’ five. As a result, 
Senator Vandenberg finds his party’s 
power within the Committee sharply 
reduced. 

Firmness is to continue to be the 
basis of United States’ policy in deal- 
ing with Russia. President Truman is 
emphasizing that. There is to be no 
surrender. 

At the same time, however, cautious 
approaches are to be made, to determine 
if there can be some basis for talks that 
lead to gradual understanding. It will 
not be surprising if there are new missions 
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to Moscow or meetings at some other 
places in Europe. 

Just one year ago, Russian leaders 
made approaches to the U.S., seeking 
talks that might be held in neutral Swe- 
den. They got no response then, Later, in 
May, this country in a note to Russia 
hinted at two-power discussions. But the 
idea was dropped when Russia pre- 
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MR. TRUMAN‘S WORLD 
. .. a mixture of firmness and caution 


maturely published the text of the note. 
Again, in October, the President per- 
suaded Chief Justice Fred M. Vinson to 
make a good-will visit to Moscow. That 
plan was abandoned on the advice of 
Mr. Marshall. 

Now, with the President taking firm 
contro] of foreign policy, some project 
of this type may come once more into 
the picture. President Truman is reported 
to have had such a project in mind when, 
in a recent speech at Kansas City, he said 
that certain leaders in the Kremlin were 
in favor of reaching an understanding 
with the United States. 

Broad policies of the new Truman- 
Acheson team are expected by most in- 
formed officials to be these: 


Military spending by the United 
States will remain high. For the coming 
fiscal year, to start next July 1, it is to 
be around $15,000,000,000, an increase 
of nearly $3,000,000,000 over the present 
year. There will be no cut in this country’s 
armaments until and unless fear of mili- 
tary aggression by Russia is removed. Not 
only is Mr. Truman strengthening the 
armed forces of the U.S., but he is pre- 
paring to ask Congress to approve military 
aid for the nations of Western Europe. 

Military dominance in shaping for- 
eign policy, however, is expected to come 
to an end. At the same time that Mr. 
Marshall is stepping out, Fleet Admiral 
William D. Leahy is preparing to retire 
as Chief of Staff to the President. Licut. 
Gen. W. Bedell Smith has returned from 
his post as Ambassador at Moscow, and 
his wish to be relieved of this job prob- 
ably will be granted. Under Secretary of 
State Robert A. Lovett, former Assistant 
Secretary of War, will be replaced by 
James E. Webb, now Director of the 
Budget. Mr. Webb has been firm in re- 
sisting pressure from military officials to 
increase military spending over the $15.- 
000,000,000 limit set by the President. 

Mr. Acheson himself has clashed with 
men in the armed services at times in the 
past. Under his leadership, the State 
Department will not ignore military con- 
siderations in the making of policy, but, 
in executing it, methods of old-fashioned 
diplomacy usually wil! be preferred, in 
the opinion of those closely in touch with 
the Department. 

The “containment policy, under 
which U.S. has clashed with Russia at 
many points, probably will be de- 
emphasized somewhat. Critics of this 
policy assert that, except in Europe, 
Russian influence has not really been 
contained, and that emphasis on the 
policy has tended to make Russia more 
aggressive toward the West. 

Any shift away from this policy is 
likely to bring shifts in top personalities 
as well. Most likely to be affected are 
George F. Kennan, Director of the State 
Department’s Policy Planning Staff, and 
Charles E. Bohlen, Counselor of the De- 
partment. Benjamin V. Cohen, who was 
Counselor when Mr. Acheson was Under 
Secretary, may be brought back. 

Moves to consolidate the Western 
world as a counterweight to Russian 
power will be pushed, however. Eco- 
nomic aid to Western Europe, which Mr. 
Acheson helped to promote when he was 
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DEAN ACHESON 
In the search for peace... 


Under Secretary of State in 1947, will 
be continued. The military alliance of 
Britain, France, Belgium, Netherlands 
and Luxembourg will be broadened to 
include U.S. and Canada and possibly 
other nations in a North Atlantic Defense 
Pact, if Congress approves. 

Distrust of the Soviet Government 
will not be lessened, but U.S. officials 
may be somewhat less belligerent toward 
the Russians in their words and actions. 
Such a change will be in line with the 
point of view of British and French 
leaders, who want to avoid stirring up 
any unnecessary trouble. 

Within the framework of these broad 
policies, and with key decisions being 
made by President Truman, Mr. Acheson 
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STATE DEPARTMENT, WASHINGTON, D. C. 
... in the making of new policies, old-fashioned diplomacy may outrank military considerations 


is scheduled to take over the adminis- 
tration of U. S. foreign affairs. 

Practical problems in a number of 
the world’s strategic areas will confront 
the Acheson regime at the outset. 

The dispute over Berlin is one of the 
toughest of those problems. Thus far, 
the U. S.-British “air lift” has prevented 
Russia from forcing this country’s hand 
with her land-and-water blockade of the 
city. But the air lift is regarded as only 
a temporary answer. Sometime within 
the next few months, further efforts to 
settle the dispute probably will be made. 

Future of Germany as a whole is 
closely related to the problem of Berlin. 
The French Government strongly opposed 
the U.S. policy of rebuilding Western 
Germany, and both France and Russia 
have objected to the plan to set up a sep- 
arate Western German Government. Any 
move to settle the Berlin dispute is very 
likely to be tied in with a fresh attempt 
to reach agreement with France and 
Russia on Germany as a whole. 

Peace terms for Austria also remain 
to be decided. New talks concerning 
Austria already have been agreed to by 
Russia and the Western powers. In- 
formed officials believe that, if agreement 
could be reached on Germany, the dis- 
agreements over Austria would quickly 
melt away. 

Greece presents another problem, to 
which a satisfactory answer has not yet 
been found. In spite of U. S. military and 
economic aid, the Greek Government has 
not been able to subdue the guerrilla 
forces, which now are acknowledged to 
be more numerous than when the U. S. 
aid began. Officials are looking for a way 
to taper off the flow of U. S. funds, with- 
out permitting Russian power to advance 
to the Aegean Sea. 
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GEORGE MARSHALL 
... a shift in executive agents 


The Far East bristles with problems 
for the U.S. In China, gains of the 
Communists and losses suffered by the 
Nationalists are forcing new decisions by 
U.S. Peace terms for Japan remain to be 
worked out. In Java, fighting between 
Dutch and Indonesian forces endangers 
vital sources of U.S. materials. At stake 
in all of Asia, is whether Russian or U.S 
influence is to be dominant. 

The search for peace, which Presi- 
dent Truman is renewing, involves a 
search for answers to these problems, as 
well as to the over-all question of whethe: 
U.S. and Russia can reach a general 
understanding. It is to help him in this 
search that the President has enlisted 
the aid of Mr. Acheson. 
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Slump in Spending for Luxuries 


Reported from NEW YORK, SAN FRANCISCO, CHICAGO, MIAMI 


Days of free-and-easy spend- 
ing are ending for the luxury 
trade. Demand is off for every- 
thing from furs to face powder. 

Night-club tables are going 
begging. Theaters feel a slump, 
too. Swank hotels have empty 
rooms despite price markdowns. 

Gift buying shows the turn 
from costly doodads. Luxury buy- 
ing is.to stay above prewar rate, 
but big boom appears over. 


Luxury business is caught in a de- 
veloping slump. Goods that are out- 
side the class of essentials frequently 
are selling slowly even at reduced 
prices. Luxury-type cars now are join- 
ing the slower-moving items. Enter- 
tainment business has been off a long 
time and is getting no better. Travel 
definitely is not up to expectations. 

The slowing in luxury business really 
started more than a year ago. At first, it 
centered in furs, Then the moving-pic- 
ture and theater business felt a pinch. 
Night clubs were hard hit, Resorts began 
to feel real competition. Some improve- 
ments occurred in many lines as 1948 
went along, but late in the year things 
began to tighten again. Many luxury busi- 
nesses are in the doldrums as a result. 

Fur prices are being cut as much as 
50 per cent in some stores. Yet the vol- 
ume of sales is not breaking records, The 
slump in furs.is nation-wide, Many stores 
report a 20 to 40 per cent drop in fur 
sales in recent months. 

Jewelry and silverware sold faster, dur- 
ing the Christmas season just ended, 
than retailers expected after lagging sales 
in the autumn. One big Eastern depart- 
ment store sold 20 per cent more jewelry, 
15 per cent more silverware in December 
than a year ago, But a similar store in 
San Francisco saw jewelry sales fall 30 
per cent in December. 

Expensive cosmetics have been in- 
creasingly hard to sell, though demand 
for cheaper brands stays high. “They ask 
for the dime powder, where they took 
dollar kinds a year ago,” comments a 
drugstore owner. Manufacturers will 
emphasize cheapest lines in 1949. 

Luggage and sporting-goods sales long 
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ago showed effects of price resistance. 
Despite price reductions, shoppers back 
away from the fancier items. Fishing- 
tackle manufacturers look for a 15 per 
cent decline in their sales during 1949. 
“Pent-up demand is satisfied,” they say. 

The stores can tell what is happen- 
ing. Hollywood’s largest men’s store 
formerly counted on having about 50 
film executives buy an average of $1,000 
worth of Christmas gifts in December. 
That business failed to show up this 


year. A typical chain of stores selling 
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FLORIDA SUN BATHERS 


the air lines, somewhat higher for the 
busses. But, for 1948 as a whole, rail 
travel dropped about 11 per cent, the 
busses carried 2 per cent fewer passen- 
gers and domestic air lines counted a 3.5 
per cent drop in passenger traffic. 
Luxury travel overseas is going beg- 
ging. Shipping lines have plenty of de- 
mand for lowest-cost accommodations, 
However, they find it hard to sell people 
on expensive cruises. One company with- 
drew plans for a 52-day cruise to South 
America wuen advance bookings did not 


. . . plenty of space; not enough people 


men’s and women’s furnishings in San 
Francisco says December sales were off 
substantially from 1947. Along Lincoln 
Road, shopping center of Miami Beach, 
many merchants report their sales are 
down 12 to 15 per cent compared with 
a year ago. In New York City, ultraexpen- 
sive gadgets found few takers, and such 
things as jeweled suspenders at $245 a 
pair and cocktail glasses at $600 a 
dozen were rarities this year even in the 
advertisements. 

Liquor consumption dropped 5 to 10 
per cent in 1948. One group of chain 
stores on the West Coast sold 35 per cent 
less liquor at the Christmas season just 
past compared with the year before. 

Travel records are another sure sign 
of the public’s turn to tighter spending 
habits. Holiday travel was nearly equal to 
1947 for the railroads, much better for 


come in fast enough to justify the venture. 

Only seven transatlantic liners are be- 
ing used for cruises this year, where 30 
were involved before the war. Even this 
small group is having trouble. One big 
cruise ship, with a capacity of 800 pas- 
sengers, sailed from New York for the 
Caribbean with only 300, despite a 15 to 
30 per cent cut in rates. Waiting lists for 
cruises are a thing of the past. 

Winter resorts are in the midst of 
readjustments, too, Florida offers a clear- 
cut example of the change occurring in 
the vacation trade. Resort owners there 
look for crowds to be just about as large 
as last year. But tourist spending, in the 
Miami area, probably will be at least 10 
per cent lower. 

For the first time since the war, Miami 
Beach’s miles of hotels have plenty of 
space, Tourists are offered 2,000 more 
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OCEAN CRUISE 


f 


—Grace Line 


. . . plenty of money; not enough spending 


rooms to choose from this year; in 19 
new hotels. Rooms are available in swank 
ocean-front hotels at $18 to. $45 a day 
for double rooms. Economy-minded peo- 
ple can find double rooms at hotels off 
the beach for as little as $5 a day. 

Few hotels are cutting rates outright, 
preferring more subtle ways of meeting 
price resistance. A typical hotel, for in- 
stance, just rents more of its rooms at the 
minimum rate of $25 a day than at the 
maximum rate of $40, But pressure is in- 
creasing for outright rate reductions, and 
a gradual decline is forecast. 

In the North, operators of winter 
resorts have been hampered by unsea- 
sonably warm weather, That cut down 
business at a time when competition is 
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increasing rapidly. In New York State 
alone, 16 new skiing centers opened this 
winter, a 40 per cent increase in such es- 
tablishments there. More summer places 
are staying open the year round, in an 
effort to raise revenue, 

Western “sun spots,” the desert resorts, 
show unsatisfactory advance reservations. 
They are hurt by competition from win- 
ter sports resorts springing up in most 
mountainous Western States. Mexico’s 
tourist business is lagging. Recent price 
cutting by hotels, at the Mexican Govern- 
ment’s insistence, is not pulling new trade 
as yet. 

Entertainment business continues in 
a slump generally throughout the United 
States. Movies’ box-office receipts are 
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FUR PELTS 
. .. plenty of price cuts; not enough sales 








dwindling. The manager of a chain of 16 
movie houses in San Francisco, the area’s 
largest chain, feels pessimistic over the 10 
to 15 per cent drop in attendance. His 
explanation of the drop: People are just 
spending less, films coming along are 
“spotty” and not outstanding enough to 
attract reluctant customers. Bank nights 
and giveaway programs are coming back 
into favor as a means of stimulating 
interest. 

Legitimate theaters showed sizable at- 
tendance loss during 1948. In New York 
City, only 7 out of 34 Broadway the- 
aters were sold out 24 hours before New 
Year’s Eve, traditionally the theater’s 
biggest night. Not a single Broadway 
play has been sold to movie producers 
this season for film use. 

Pre-Christmas business in New York’s 
night clubs was down 50 per cent from 
the previous year. A number of leading 
clubs are closing. On the West Coast, 
cabarets are confronted by a decline in 
business that started six months ago. 
They are trying to recoup losses with 
publicity stunts, big names, refurbishing, 
lavish opening-night parties. So far, it has 
done little gopd. One large club opened 
recently, then closed within weeks. 

Miami's night clubs are having a very 
bad time. Patrons are scarce, free spend- 
ers scarcer. One out of every five night 
clubs running last year in the Greater 
Miami area has either shut down or 
converted to the dine-and-dance business. 

Race-track figures show the trend from 
wartime throw-away spending. Attend- 
ance at tracks dropped again for the 
third straight year, being 6.7 per cent 
less in 1948 than in 1947. Pari-mutuel 
betting declined 7.3 per cent. Miami 
operators expect betting at horse races 
to be 15 per cent lower this season. 

Hotels and restaurants are struggling 
with a business slowdown that is bring- 
ing more and more places to the losing 
point. Nationally, the hotel occupancy 
rate is around 88 per cent, but some 
individual hotels have as few as 40 per 
cent of their rooms taken at times. Gen- 
erally, the hotels say they need 82 per 
cent occupancy to break even. Restau- 
rant business dropped slightly in 1948, 
and a considerable number of failures 
are beginning to crop up in this field. 

Postwar spree of easy spending is 
ended. That is the usual comment in 
resorts, hotels, stores, travel agencies 
from coast to coast. People who provide 
entertainment and luxuries foresee even 
keener competition coming. Yet they 
also expect travel, entertainment and 
luxury sales to remain very high by pre- 
war standards. Present changes are in- 
terpreted as a_ settling-down process, 
bringing the pleasure business to more 
normal proportions after a boom that 
was not expected to last forever. 


17 





U.S. News & World Report 





REVOLT INSIDE REPUBLICAN PARTY 


Young Members Press for ‘Liberal’ Policy 


Fight among Republicans goes 
far beyond Congress. It reaches 
down to State legislatures, court- 
houses, the grass roots. 

Big issue, still undecided, is 
whether conservative congres- 
sional leaders or rank and file 
are to decide party policy. 

Omaha conference, coming 
up, is to show whether Old 
Guard or Young Rebels will con- 
trol Republican Party in 1952. 


Young Republicans are in revolt 
against the leaders of their party. In 
all parts of the country, young men 
and women are urging Republican 
leaders to give them a larger part in 
shaping the plans for the party’s future. 
But they are fighting a losing battle. 
Their elders in the party are moving 
straight ahead at the controls. 

The fight is dividing Republicans in 
the Senate, in the House, in the councils 
of the Republican National Committee 
and in legislatures across the country. 
It is this battle of the present leadership 
and direction of the party that lies back 
of the move for a national conference on 





party policy. Plans for such a conference 
will be threshed out at the National 
Committee meeting in Omaha on Janu- 
ary 26 and 27. 

The big question is: Shall the Re- 
publican Senators and Representatives in 
Congress make the policy for the party, 
or shall it be done by the mass of Repub- 
lican voters and officeholders outside 
Congress? That is the main decision that 
the party now is being urged to make. 

Party policy, theoretically, is fixed by 
national political conventions in the plat- 
forms drafted at the time they pick a 
presidential nominee. But, actually, party 
policy is fixed by the votes of Senators 
and Representatives in Congress. In 
voting, the Congressmen follow their 
own wishes, or what they think is the 
will of their constituents. 

Senators and Representatives argue 
that it is up to them to decide how they 
shall vote on the various issues of public 
policy that come before Congress. They 
live or die, politically, by their votes. 
They are responsible directly to their 
constituents, not to the millions of Repub- 
licans outside their own States who 
failed to elect: spokesmen in Congress. 
In the main, they think they vote the 
views of their districts. 

Against this argument of Congressmen 
is being raised that of Republicans in 
congressional districts and in States 


where the principal offices now are held 


by Democrats. These feel that, if the 
Republicans in Congress had _ voted 
differently in the last Congress, they 
might have Republicans now in their 
own districts. The voices of Republicans 
in States and congressional districts that 
the Democrats won in November now 
are clamoring to be heard. 

The origins of the battle go back to 
the 1948 G.O.P. National Convention and 
beyond. They grow out of this situation: 

The Republicans have not won a presi- 
dential election since 1928. The whole 
concept of Government has changed in 
that period. And in those 20 years about 
half the present voters came to voting 
age. Of the 93,700,000 civilians of voting 
age in 1948, 53,000,000 were under 45— 
and thus were under 25 when Herbert 
Hoover was elected in 1928. 

It was the Republicans from this group 
of voters under 45 that supplied the im- 
petus for the drive that beat down Scna- 
tor Robert A. Taft, of Ohio, at the 1948 
Republican Convention. They called 
Mr. Taft a conservative. They took con- 
trol of the Convention, nominated Gover- 
nor Thomas E. Dewey of New York and 
wrote the party’s platform. 

To keep all elements of the party to- 
gether, Mr. Dewey did not insist upon a 
complete shake-up of the National Com- 
mittee, which is the working agency ot 
the party between conventions. Some of 
his men won seats on it. But it was left 


—Harris & Ewing 


‘OLD GUARD’: SENATORS WHITE, MILLIKIN, TAFT AND VANDENBERG 
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Control is held firmly by the same hands... 
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standing much as it had been before. He 
simply named his own Chairman, Hugh 
D. Scott; Jr., of Pennsylvania. In the 
campaign, Mr. Dewey by-passed the Na- 
tional’ Committee. He set up his own 
strategy board and ran his own campaign. 

This left some sore spots. It also left 
the Republicans at the end of the cam- 
paign with a big question undecided: 
Who was responsible for losing the cam- 
paign? Was it Mr. Dewey with his 
campaign strategy, or was it the Re- 
publicans of the 80th Congress whose 
record was the target for Mr. Truman 
throughout the campaign? 

The policy battle that now is rock- 
ing the party grows out of the search for 
an answer to this question. All sorts of 
factions are developing, aimed at 1950 
and 1952. But mostly the present strife 
results from efforts of younger Republi- 
cans and their spokesmen to get a larger 
part in fixing party policy. 

What it amounts to is a battle between 
Republicans who are in Congress and 
those who are out of Congress. That is 
why the opposition to party leaders in 
Congress is so small. It is a fight between 
Republicans from rock-ribbed Repub- 
lican areas and those from key, marginal 
areas that were won by Democrats in 
the last election. 

The Republicans who control Congress 
won their places by staying in, year after 
year. Many of those who headed commit- 
tees in the 80th Congress began their 
service in the days of Calvin Coolidge 
and Herbert Hoover. These Republicans 
think they stayed in Congress by follow-. 
ing a conservative course. They want to 
dictate such a course for their party. 

But those who are out of Congress 
want this course changed in the hope of 
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capturing key areas where the competi- 
tion with the Democrats is keen. They 
think this is the only way to win national 
elections. And they have their supporters 
in Congress, even from States that are 
staunchly Republican. 

In the Senate, the fight for a change 
in party leadership won the support of 14 
G.O.P. Senators. Six of them came from 
States in which the Republicans held their 
ground in the last election. These were 
Senators Ralph E. Flanders and George 
D. Aiken of Vermont, Charles W. Tobey 
of New Hampshire, Milton R. Young of 
North Dakota, Chan Gurney of South 
Dakota and Wayne Morse of Oregon. 

But the others came from States in 
which the Democrats gained ground in 
the last election. They were Senators 
Henry Cabot Lodge, Jr., and Leverett 
Saltonstall of Massachusetts, Irving M. 
Ives of New York, William F. Knowland 
of California, Raymond E. Baldwin of 
Connecticut, Edward J. Thye of Minne- 
sota and H. Alexander Smith and Robert 
C. Hendrickson of New Jersey. 

The group was beaten by a 2-to-1 mar- 
gin when it tried to drive Senator Taft 
from the chairmanship of the Senate Re- 
publican Policy Committee. The rebelli- 
ous group got a larger voice on the Com- 
mittee. But the controls still are held 
firmly by Mr. Taft and his aides. Repub- 
lican policy in this Congress will be fixed 
by the same men who shaped it in the 
80th Congress. 

Back of this fight lurked the hope not 
only that the group would get a bigger 
hand in shaping policy, but that the first 
steps would be taken toward getting 
Senator Taft out of the Senate in 1950. 
He must stand for re-election that year. 
And some Republicans believe that, if he 





is re-elected, he will be the foremost Re- 
publican candidate for President in 1952. 
He will be 63 then—a year younger than 
Mr. Truman is now. 

In the House, 49 Republicans defied 
their party leadership to support Mr. 
Truman’s plan to liberalize House rules. 
Some did so because they thought Mr. 
Truman might wreck himself if given a 
clear road. But a large number of the Re- 
publican deserters came from districts 
that almost went Democratic last Novem- 
ber. They were frightened by the elec- 
tion results and now are trying to meet 
what they regard as a new liberal trend 
in their own districts. 

Over the country, similar battles are 
brewing among Republicans in State 
legislatures. An insurgent uprising of 
young Republicans was squelched in 
Illinois. But the clamor continues. They 
want to take over the party. 

A compass reading is being sought 
by the Republican National Committee. 
It is picking a group to learn why the 
farmers voted as they did in November. 
It is sending letters to thousands of Re- 
publicans to ask what the party should 
do. And it will discuss plans for a policy 
meeting when it convenes at Omaha. 

Letters to the Committee indicate that 
most Republicans want their party to be 
one of staunch opposition to Mr. Tru- 
man’s policies. It would be the purpose 
of the policy meeting to decide which of 
his measures to accept and which to 
reject—where to draw the line between 
conservatism and liberalism. 

But, whatever such a meeting decides, 
Republicans in Congress will go their 
own way. They are the ones who have 
a vote on legislation, and they hold their 
iobs on the basis of their votes. 


~Acme 
‘YOUNG TURKS’: Senators Knowland, Ives, Baldwin. (Standing) Smith, Flanders, Thye, Morse, Lodge, Aiken, Saltonstall 
... but, within the party, one faction is in revolt 
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ARABIAN OIL IN WAR: WHO GETS IT? 


Reported from TEHERAN, BAGHDAD, DAMASCUS and BEIRUT 


Oil-rich Middle East, center of 
U.S. interest, cannot be counted 
on in a war with Russia. Idea 
now taking hold lists Arab oil as 
a peacetime asset, not a war- 
time asset. 

Russians, once started, can 
sweep through Iran, cut pipe 
lines, seal off whole territories. 
West can harass region, but can- 
not keep it. Upshot: Nobody gets 
the oil in a shooting war. 


Americans on the scene are writing 
off most of the strategic Middle East, 
rich in oil, as a military loss in the 
event of war with Russia. 

Neither the U.S. nor Great Britain, 
both deeply involved, have what it takes, 
on the spot, to defend the Middle East. 
This is the conclusion of a staff corre- 
spondent of U.S. News & World Report 
after a personal survey of the whole area. 

Idea that the Arab countries might pro- 
vide bases for air attacks on Russia, in 
the event of war, is going out the win- 
dow. Instead, it is more likely that the 
Middle East will collapse like a house of 
cards if Russia chooses to attack. In a 
few weeks, Russian land armies can reach 
the Arab oil lands. In a matter of months, 
Russian troops might be threatening the 
Suez Canal and North Africa. 

In addition, if war does come, the oil 
of the Middle East, more than a quarter 
of the world’s known reserves, is almost 
certain to be lost to both sides. 

Weakness of the Middle East is 
evident on every side. Westerners living 
in this part of the world are openly re- 
signed to the idea that the Russians can 
move in when they like, if they should 
decide on war. This is the situation: 

Strategically, Turkey alone of the 
countries of the Middle East appears to 
be in a position to defend itself. The 
Turkish Army, relatively efficient and well 
armed with U. S. supplies, is prepared to 
defend its frontiers, both in Europe and 
in the mountains of Eastern Turkey, 
against Russian attack. 

Russia’s strategy, however, would be to 
by-pass Turkey in the event of war. 
Once over the mountains of Northwest 
Iran, which were occupied by Russians 
during World War II, the Soviet forces 
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could sweep down through Iraq to the 
valleys of the Tigris and the Euphrates. 
There, as the map on page 21 shows, the 
Russian forces would split, one striking 
toward the Mediterranean, the 
other swinging southeast to the Persian 
Gulf, heart of the oil lands. 

Man power now under arms in the 
Middle East adds up to hundreds of 
thousands of soldiers—but only on paper. 
The Western powers have no land forces 
in the Arab countries north of Trans- 
Jordan and Suez. British land forces now 
available for action in the Middle East 
are limited to about five divisions scat- 
tered over a vast area from Malta to 
Aden. What is left in the Middle East 
are native armies, poorly organized, 
poorly disciplined and poorly led. 

Idea that the Arabs could defend their 
countries against an invader as 
powerful as Russia is ruled out on all 
sides. The six Arab countries—Iraq, 
Syria, Lebanon, Trans-Jordan, Saudi 
Arabia and Egypt—are turning out to be 
unable to hold a united front even in a 
iocal war against the Jewish settlers of 
Israel. Chances are that the 200,000 
troops in the regular armies of Iran and 
the Arab countries would put up little 
fight against a determined attack by Russia. 
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” ~Arabian ‘Amertean Oil Co. 
PIPE LINES TO THE WEST 
... vulnerable to sabotage 


Equipment and arms now in the Mid- 
dle East are barely adequate for police 
work, much less real war. Iran, for ex- 
ample, is getting $10,000,000 worth of 
surplus American military equipment, at 
a price of 10 cents on the dollar. But the 
leaders of an American military mission 
in Iran, which has spent three years in 
that country, see little chance that Iran 
will ever have anything like a reliable 
and efficient Army, capable of getting the 
most out of its equipment. 

The British, who are bound by treaty 
to arm and equip the regular armies of 
Iraq and Trans-Jordan, are not counting 
on much help from these forces in the 
defense of the Middle East. 

Bases now available to the Western 
powers are undermanned and_ poorly 
equipped for defense against a major 
power. 

In the Persian Gulf area, for example, 
Britain maintains two bases for fighters 
of the Royal Air Force, both outside 
Baghdad in Iraq. The U.S. has a Trans- 
port Command base at Dhahran, in 
Saudi Arabia. There is a chance, but only 
a chance, that bombers operating from 
the Dhahran field and_ protected by 
fighter cover from the British air bases in 
Iraq could do heavy damage to the oil 
fields and refineries around the 
Caspian Sea, chief source of 
Russia’s supply. The air bases in 
Iraq, however, are considered ex- 
pendable in the event of war and 
may be taken by Russian land 
forces within several weeks. 

Beyond these advance bases the 
Western powers are limited to 
bases. nearly 900 miles away on 
the island of Cyprus, at the Suez 
Canal and in Aden, the British 
protectorate at the southern tip of 
the Arabian peninsula. Main 
Western military and air bases for 
war in the Middle East, under ex- 
isting plans, are to be in Libya, 
the Sudan and Eritrea. 

Oil, vital to modern warfare, is 
more likely to draw the Russians 
into the Middle East than to keep 
them out. Western Europe is 
planning to get 82.1 per cent of 
its oil from the Middle East by 
1951, thus permitting the U.S. to 
save the reserves of the Americas 
for any future war. If war comes, 
Russia will want to cut the west- 
ward flow of oil. 

The oil industry in the Middle 
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How Russia Could Sweep the Middle East 
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East is particularly vulnerable to sabo- 
tage. All the production of Iraq and Iran, 
totaling 185,000,000 barrels a year, moves 
in pipe lines. The lines from Iraq to 
the Mediterranean average 575 miles in 
length; Iran’s pipe lines average 100 
miles. All the oil of the Middle East 
comes from only 225 big wells. A few 
saboteurs, armed with dynamite, could 
wreck the pipe lines and destroy the wells. 
Bombing operations by Russia or by the 
West, if war comes, will almost certainly 
halt oil production in the Middle East. 
Invasion route for the Russians, in 
case of war, will lead first through Azer- 
baijan, the northernmost province of Iran. 
The Russians know the country; they 
tried to set up a satellite government 
there in 1946. From Azerbaijan, military 
observers believe, Russia could reach the 
oil fields of Iraq within a week or so. 
Timetable for a Russian invasion of 
the Middle East hinges largely on the 
type of equipment and troops used. 
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Russia may use tactics developed by Field 
Marshal Erwin Rommel and his Afrika 
Korps; she may train and equip inside 
Russia a special army for desert warfare 
in the Middle East. Without such an 
army she would have trouble crossing 
the Syrian desert to the Mediterranean. 

Tactics for a Russian invasion must be 
elastic, geared to meet the defense plans 
of the U.S. and Britain. Some military 
experts in the Middle East, for example, 
believe that the American air base at 
Dhahran, separated by 350 miles of 
desert from Iraq, could be held by U. S. 
air power and a small ground combat 
force. The Russians could not go far 
toward the Mediterranean from Iraq 
with such a base on their flank. U. S. 
currently is negotiating with Saudi Ara- 
bia for the renewal of the agreement giv- 
ing the U. S. the right to use and develop 
the Dhahran air base. 

Israel, not the Arab countries, may 
turn out to be a strong ally of the West- 
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ern powers if Russia invades the Middle 
East. Russia supported the Jews against 
the Arabs in the war over Palestine, but 
the Tel Aviv Government is pro-Ameri- 
can, not pro-Russian. The new Army of 
Israel, small but well organized and ex- 
perienced in battle, may bar the way to 
a Russian advance into North Africa until 
Western forces reach the scene. Even if 
the Soviet advance were halted at Pal- 
estine, however, the bulk of the Middle 
East would be in Russian control. 
Outlook for Western defense of the 
Middle East, if trouble should come, is 
black. For some time to come Western 
strategists must consider the greater 
part of the area as indefensible, but they 
are counting on keeping both Turkey 
and Cyprus out of Russian hands in the 
event of war. Writing off the oil as lost 
to both sides when war comes, Western 
strategy is based on the use of air power 
to make it difficult for Russia to stay in 
the Middle East even if she does take it. 
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Why Russia Purges Scientists 


Reported from LONDON and WASHINGTON 


Results, not research, are being 
demanded of Russian scientists. 
More food, more medicine, less 
theory is the order. 

Denouncing Soviet scholars as 
“anti-Communist” is part of cam- 
paign to put applied science to 
work in all fields. 

Purge now going on is bring- 
ing up men who say they can im- 
prove crops, make atom bombs, 
do the things Stalin wants done. 


A “cold war” on science within 
Russia is spreading and growing in 
importance. Atomic physicists, biolo- 
gists, medical experts, soil scientists, 
mathematicians, statisticians, econo- 
mists are being censured, fired from 
key posts, in some cases banished to 
Siberia, their theories attacked and 
discredited by a political offensive. 

Battalions of new scientists, with new 
theories, armed with claims of what they 
can do that the old scientists could not 
do, are taking over in one field of 
science after another. Outside of Soviet 
Russia there is a mystery about it all. 
The scientists and the politicians, as well 
as the diplomats, of other nations are 
puzzled about what Russia is up to in 
its attack upon science and scientists 
of international reputation. 

The story of what really is happening 
is being pieced together for the first 
time. That story comes in part from 
British and American scientists who in 
the past had close contact with Soviet 
scientists, but who are surprised to find 
that contact abruptly broken off. The 
story also comes from former Russian 


scientists now safe in the U.S. and 
Britain. Still other pieces of this scientific 
puzzle come from Soviet technical 


journals and from intelligence sources 
in London and Washington. 

Moscow pressure for quick results 
in almost every field of science lies behind 
much of the purge now going on. Russia 
needs to grow more food, develop new 
areas, build up industries, combat dis- 
eases that in some cases are epidemic, 
needs to make an atomic bomb. Appar- 
ently scientific theories long accepted by 
the rest of the world are too slow for Rus- 
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sia’s rulers. So up-and-coming Russian 
scientists who advance new theories, or 
who promise better application of old 
theories for quick results, are getting ap- 
proval to go ahead. Their more conserva- 
tive colleagues are being cast aside. 

National pride and pure Communism 
are advanced as the reasons for dismissing 
science’s old rules. The Russian theory is 
that Russians can do anything better than 
anybody else. Long-accepted theories in 
many fields of science are being de- 
nounced because they do not follow 
Marx-Lenin-Stalin reasoning. The idea is 
catching on outside Russia, however, that 
these academic criticisms are mostly a 
screen to hide the real reason for the 
purge—the pressure for quick results. 

In food, Russia's farm output is far too 
low to give the country’s 210,000,000 
people a good diet. Not only must bigger 
yields be produced on traditional farm 
land, but whole new areas need to be 
made productive. Siberia, for example, is 
being industrialized. So the Russians want 
to grow more food on Siberian fields, 
close to new centers of population. 

Scientists who say they can do that 
job, and do it quickly, are getting the 
nod. Scientists who are less enthusiastic 
are pushed aside. Moscow is telling Rus- 
sian scientists to take the knowledge 
they now have and go out and get the 
job done on a practical basis. 

Twelve scientists in agricultural fields 
have been fired from key posts, even 
though they subscribed to genetic prin- 
ciples accepted the world over. Trofim 
D. Lysenko, a Russian plant*breeder who 
says he can grow better crops quicker in 
more places, has become the ranking man 
in his field, despite the fact that Western 
experts consider him a quack. 

Mr. Lysenko insists he can produce 
the food Russia wants through new meth- 
ods. He is high in the ranks of the Com- 
munist Party and is a protege of Georgi 
M. Malenkov, the No. 3 man, next to Pre- 
mier Joseph Stalin and Foreign Minister 
V. M. Molotov. So, with all this weight 
behind him, Mr. Lysenko’s theories have 
to be approved by Soviet scientists 
whether they believe them or not. 

The chosen method for getting action 
in the fields, instead of research in 
laboratories, is to denounce long-ac- 
cepted theories as “anti-Communist” in 
their concept. For example, one geneti- 
cist who was appointed by Nicolai Lenin 
in 1921 to head all agricultural research 
in Russia—a follower of accepted laws 


of plant breeding and soil science—has 
died in Siberia in official disgrace. 

Atomic bombs are involved in the 
new war on science, too, Russia is insist- 
ing that Soviet atomic scientists take the 
knowledge they now have and start build- 
ing bombs, quit worrying themselves over 
theories of nuclear physics. Four atomic 
physicists have been harshly criticized 
by Soviet newspapers for saying that 
science cannot predict the behavior of 
atomic particles. Behind this criticism 
is a Kremlin policy to goad researchers 
into producing bombs, not theories. 

In medicine, too, results apparently 
are coming too slowly from the Soviet 
scientists who have been devoting their 
time to the study of universally accepted 
theories. Russia is short of medicines, 
serums, all sorts of practical medical 
equipment, The pressure is on for practi- 
cal solutions because of the danger of 
epidemics developing from overcrowding 
brought on by industrialization and a ter- 
rific housing shortage. 

At least three scientists prominent in 
medical research have been fired from 
key posts. Among them is C, F. Gause, 
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For an oracle—disgrace 
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pussia’s best-known authority on malaria. 
Here again, according to the ideas of 
Western scientists, the order is to put 
wide research and start fighting health 
problems with the tools at hand. Right 
jow, Russia would prefer stockpiles of 
medicines to more laboratory study. 

Economists and others already have 
been forced to toe the party line, or are 
being brought around to it through 
criticism and dismissal. At least seven 
have been berated in recent weeks for 
failing to denounce “Western” ideas. 

For years, Eugen S. Varga was the 
economic oracle of the Kremlin, but he 
is in disgrace now. Trouble is that his 
ideas clashed with those of Premier 
Stalin and the Communist politicians. 
This is the story: 

The Stalin theory, stressed since the 
war, is that the U.S. is headed for a 
major depression. Russia’s Premier has 
insisted that capitalist countries move in 
boom-and-bust cycles and that, when 
the next bust comes, they will fall to 
fighting among themselves. He wants 
Russia to gather her strength now to 
prepare against trouble in the West. 

Mr. Varga, however, wrote in 1946 
that the U. S. might not have a crash for 
10 years, that the class struggle in the 
U.S. was not following strict Marxist 
lines and that he could not agree that 
the Western powers were headed for 
war among themselves. As a result, Mr. 
Varga has been removed as director of 


the Institute of Economics, shunted to 
a minor post on the editorial board of an 
economics journal, 

Statisticians are in trouble along with 
the economists. Russia, under her five- 
year plans, wants to show steady progress 
to the Russian people. Those men who 
can show this progress on paper, whether 
it exists or not for most people, are in 
favor. Those who cling to internationally 
accepted statistics are being criticized in 
Moscow for being too “mathematical” in 
their work. 

As a result Western statisticians pay 
little attention to official figures coming 
from Russia that show big industrial 
gains, increased earnings, better living 
standards and similar data. They say 
Russian statistics are based more on 
propaganda, to make people think they 
are better off, than they are on accepted 
principles. 

Whether still other scientists have 
been demoted, fired or exiled is not 
known outside Russia. Whether the cur- 
rent political offensive will go still deeper 
is anybody’s guess. But the Soviet Acade- 
my of Sciences—once one of the most 
respected scientific bodies in the world 
—met in Leningrad this month to hear 
an opening lecture entitled “The Role 
and Significance of Stalin’s Work” in 
practically all fields of science. 

Behind the purge now going on is a 
new concept by Russia’s rulers of the 
uses of scientists. For years “pure” science 


TROFIM D. LYSENKO 


was in the highest repute in Communist 


Russia. Nothing was too good for the 
men of science. The many Russians who 
won fame throughout the world for their 
work in “pure” science were given a free 
hand and ample funds by the Soviet 
Government. 

That is being changed now. The Krem- 
lin, needing things done, is interested in 
applied science. Men who say they can 
do things on the practical side are to get 
their chance. If they fail, chances are they 
will be kicked out, along with the the- 
orists, and others given a chance to show 
what they can do. Concrete results, not 
abstract terminology, are what the rulers 
of Russia demand from science. 

What it means is that Russia is 
gambling that politicians can run Soviet 
science better than scientists can. As 
Western scientists see it, this gamble 
marks the beginning of the end of Soviet 
science. They say Russian students will 
not be free to follow tested methods in 
research, cannot criticize one another 
freely and openly. Instead, they have to 
work with one eye on Stalin and can 
never be quite sure they are following 
the party line. 

In this atmosphere, past experience 
shows, science tends to dry up. What the 
drying up can mean to industry, agricul- 
ture and defense is obvious. But it is this 
drying-up process—the end of contact 
with international research—that is getting 
a start inside Russia now. 
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For a plant breeder—no time for “‘pure”’ science 
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"We have found 
Air Freight avital sales aid 
in our nation-wide 


merchandising program!" 


During the past two years, Montgomery Ward have 
shipped approximetely 2,250,000 pounds of mer- 
chandise by air. Tney have advertised the use of 
air freight in the pages of their General Catalog— 
saying orders would be filled and shipped via fast 
overnight air service. 


Says the Traffic Manager of Ward’s, “We have 
found the time-in-transit saving worthwhile and 
a helpful asset in filling our customer orders on 
schedule and in tightening our stock control: 


This is just one example of the many business 
firms—both large and small—who are now finding 


substantial savings in the regular use of air freight. 
For rates, in some cases, are less than rates via 
rail express! 


Today the large, four-engine Douglas DC-4s used 
by leading air carriers transport up to 18,000 lbs. 
of payload from coast to coast in a few hours. Soon 


DOUGLAS AIRCRAFT COMPANY, INC., SANTA MONICA, CALIFORNIA 


huge Douglas DC-6As will carry up to 30,000 lbs. 
of payload on even faster schedules. 


In these days of rising costs, it may pay you to 
investigate the many advantages of air freight. For 
complete information on how to ship by air and 
save time and money, consult your local air carrier. 
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FROM THE CAPITALS OF THE WORLD 


LONDON...-TEL AVIV....WASHINGTON....MOSCOW.... 





>> Mess in Palestine continues to irritate and embarrass U.S. and British dip- 
lomats, military experts, strategists. Things haven't gone according to plan. 
Embarrassment is that all the inside predictions, the confident forecasts 
as to how things would go in the Middle East, have not panned out. 
Irritation grows out of necessity to come up with new plans, new solutions, 
in a situation changing every day. Nobody is quite sure what to do next. 








* 
% 
: >> Prophecies of the military experts, in particular, have had to be revised. 
Year ago, U.S. military men were saying--not for publication--that Jews 
é tear ago, 
g might hold out for a while, but that sooner or later Arabs would wipe them out. 
7" British military experts went further, prophesying privately that the Jews had 
¥ 
f almost no chance, that the Arabs would win quick control of Palestine. 
ra Now, these official but private forecasters are in a state of confusion. 
g 


The Jews keep making new gains, while the Arabs keep falling apart. Apparently, 
forecasting a war is almost as hazardous as forecasting an election. 

What went wrong, it seems, was that the military experts guessed wrong on 
some of the intangibles. Tendency was to underestimate Israel's will to fight 
and her skill in military action. As for the Arabs, tendency was to overestimate 
their effective man power, their will to fight, their ability to stick together. 

At any rate, the notion that only intervention by the armed forces of the 
United Nations could save Israel turns out to have been a miscalculation. 





>> Now, two or three things are clear that weren't before. 

Israel, next to Turkey, dominates Middle East, shows most strength, unity. 

Arab states, with the single exception of Trans-Jordan, seethe with unrest, 
economic trouble, political turmoil. They are anything but stable, reliable. 
U.S. and Britain, as a result, have to adjust their diplomacy, their mili- 
tary strategy to this fact of a strong Israel-in the midst of Arab weakness. 

For the British, especially, this is difficult to get used to. 








>> There's not much secret about what U.S., Britain want in the Middle East. 
oni Oil has top priority, especially for Europe, for European recovery. 
Bases come a close second, especially for the air forces. 


‘¢ True, neither U.S. nor British strategists have much confidence that they 
id could hold the Middle East against a full-scale invasion by the Russians, but the 
r. attempt would have to be made. In any case, air bases can serve as outposts, 
advance strong points for Britain's defense-in-depth farther south in Africa. 
Problem for British, U.S. diplomats is to walk the tightrope between Arab- 


Jewish hostility, somehow mediate a peace, then wrap up the bases and the oil. 


(over) 
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WORLDGRAM-- (Continued) 


Prospects are a little brighter than they were a while ago. Israel, though 
winning battles, is feeling the economic pinch, needs help, needs U.S. dollars. 
That fact gives U.S., Britain their leverage, improves the chances for peace. 

But diplomats in this area still have to work on catch-as-catch-can basis, 
can't see far ahead. Forecasting, such as that a year ago, is out of style. 


>> "Cold war" between Russia and the West doesn't go quite according to fears, 
to expectations widely held, either. It's sSurprising--and significant--how 
many things there are that the Russians were expected to do, but didn't. 

Berlin “air lift" was supposed to be broken up by Soviet attacks on planes 
and bases. An "incident" was expected. But the air lift goes on. 

As a matter of fact, the Russians even go out of their way to keep phone 
lines between Berlin airfields and Western Germany in excellent repair. 

Blockade of Vienna, on Berlin pattern, has been looked for, hasn't come. 

Invasion of Iran has not yet taken place, despite hints, pressures. 

Soviet aid to Greek guerrillas remains indirect, via satellites. Fears 
that Russia would move in boldly, take a direct hand, have not materialized. 

Liquidation of Tito also comes under the head of new business for Moscow. 
Effective crackdown on Yugoslavia, though expected, has not come to pass. 

Seizure of Finland, due to follow Czech coup, hasn't happened yet. 

Revolt in Italy was supposed to follow Communist failure to win Italian 
elections. Plot called for Soviet to send troops in to help Italian Communists. 
But that didn't happen, either. Situation after election didn't seem ripe. 

Revolt in France looked probable, too, when Communist-inspired strikes 
threatened to overturn the Government. But French troops disposed of that one. 


























>> In addition, to make this list somewhat more complete..... 
Trade break with West, economic isolation, has not taken place as expected. 
Instead, Soviet trade deals with Britain, Italy, others point the other way. 
Break in diplomatic relations, normal thing to expect in view of tensions, 
bitter controversies, hasn't come about between Russia and any major power. 
Withdrawal from U.N. by the Russians hasn't happened, either. 
War, finally, has not broken out, seems less imminent than it did a while 
ago--remains as a fear, to be sure, but one for the indefinite future. 











>> What's the explanation? Why doesn't Russia barge ahead all over the map? 
What's held Russians back in Finland, in Iran, in Vienna, in many other places? 
Best guess, based on pieces of evidence from many sources, comes to this: 
Appetite for war is not as keen in Soviet Russia as many persons think. 
Soviet economy hasn't recovered from World War II. People want peace, not war. 
Soviet advance in Europe has gone about as far as it can without war. Rus- 
sia doesn't want that now. Price is too steep. Policy is to hold on, bargain. 
Soviet advance in Asia, on the other hand, involves no visible risk of war, 
meets no Western strength, is accomplished at no expense at all to Moscow. 
Troubles inside Russia are an additional factor. Soviet economic situation 
isn't good enough to stand strain of an expensive operation in Europe. The need, 
instead, is to get more from West through trade. But China is no strain. 
So Russia isn't all-powerful, after all, isn't free to move any place it 
wants, when and as Mr. Stalin fancies. Looking back, West's fears do not always 
materialize. Might as well get what consolation is possible out of that. 
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Chicago's Wealth 
of Educational Facilities 
provides 


Unlimited Opportunities 
plus 


Vast Technological 
Resources for Industry 


Among the outstanding educational resources of Chicago are: 







Sila 






e Great Concentration of Colleges and Universities 
e University Laboratories for Research and Industrial Problems 
® Thorough Technical Training in Colleges and Secondary Schools 
¢ Highly Developed Vocational Training in the Public Schools 
e Abundant Practical Training if the Evening Schools 

+e Industry-Sponsored Educational Proggams 







e A University Seminar for Business Executives 





¢ Outstanding Professional Training at University Level 






e Business Training of Highest Calibre at University Level 
Industrial and Scientific Libraries and Museums of World Renown 






: } vital to industry Gnd its employes. For further 
information on the advantages to industry offered by Chicago's great educational facilities, write 


TERRITORIAL INFORMATION DEPARTMENT 


Marquette Building—140 South Dearborn Street, Chicago 3, Illinois——Phone RAndolph 6-1617 
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“In proportion as the structure of a govern- 
ment gives force to public opinion, it is essen- 
tial that public opinion should be enlightened.” 

GEORGE WASHINGTON 


(These two pages present each week the opinion of The Editor. The 
other members of the staff, who report, interpret, and forecast nati 





OUR UNPREPAREDNESS FOR SUDDEN PEACE 


By DAVID LAWRENCE 


Supposing Stalin should suddenly decide to make 
peace with America and the Western democracies! 
Supposing a revolution should break out in Russia! 

This is an age of surprises, and if such unexpected 
developments did occur, what effect would they have 
on the economy of the United States? 

Theoretically our Government, as the protector of 
the people, must plan to meet all contingencies. 

But a careful reading of the address by President 
Truman on the “State of the Union,” delivered to Con- 
gress last week, fails to reveal any awareness whatso- 
ever of the possibility that the props might abruptly 
be pulled from beneath the entire economic structure 
of the United States, bringing on an economic up- 
heaval of incalculable force and intensity. 

We are being asked to spend $15,000,000,000 a year 
for armament and an additional $1,000,000,000 at least 
to supply arms to the North Atlantic military alliance. 

It is obvious that armament expenditures have given 
America a false prosperity. 

What a devastating blow the Kremlin could inflict 
if it decided to end the “cold war”’! 

The Government of the United States, to be sure, is 
composed of men who sincerely believe that Russia’s 
rulers cannot be trusted and that if they made an 
agreement it would not be kept. 

But if the Soviets actually made an agreement and 
followed it by the withdrawal of the Red Army from 
Germany, it would be difficult to sustain the proposi- 
tion in Congress that $15,000,000,000 or more must be 
spent annually for armament. 

Hence the paradox that the biggest economic danger 
faced by America is the danger of a sudden turn to 
peace by Russia. 

Economy based on “cold war’’: President Tru- 
man’s message is written on the assumption that 
American production will be supported by a continu- 
ance of the existing set of circumstances. 

To spend fifteen billions for armament is to use the 
incomes of the citizens for non-productive purposes. 

Only on the ground that the national security de- 
mands it is an enlargement of our armament justi- 
fied. Russia alone is considered our potential enemy. 


Russia alone can render our enlarged armament un- 
necessary by a policy of peace and good will. 

Mr. Truman assumes that the rest of the world will 
continue to need American billions in gifts and loans 
indefinitely. This means that there is not the slightest 
awareness of the impact that a return of European 
harvests can have on American agriculture. 

The only answer which government bureaucrats of- 
fer to these problems is “subsidy” and “price sup- 
port.” Stated another way, it implies that whenever 
any group of citizens with a large enough number of 
votes finds its income declining, the administration in 
power must step in to overcome the deficit, using other 
people’s money for that purpose. 


Social welfare: The President outlines a program 
of social welfare which would be a wonderful thing for 
the American people to achieve, but if some of the 
billions now being spent for armament to support our 
economy could be retained by the people and used 
productively, we would enter a‘new era of prosperity 
based on a sound rather than an artificial economy. 

The international economy is built on quicksands, 
too. Sooner or later there must be real world trade to 
supplant the export of American billions and the im- 
port of European promises to ward off communism. 

Again, if Stalin made peace and reverted to that pro- 
gram which was followed for a while in the ’30’s, when 
Moscow kept hands off foreign countries, it might be 
possible for Europe to find itself. It might be that a 
United States of Europe would then come into being. 

Clearly the United States of America cannot afford 
continuously to maintain a relief project in Europe. 

What the American people must demand is a critical 
examination of our foreign policy to determine why 
the “cold war” keeps on. There have been mistakes 
in Russian-American diplomatic relations, and they 
have not all been on one side. 

There are risks, of course, in making an over-all set- 
tlement of European problems today. But it is not nec- 
essary to make the kind of agreement which is insus- 
ceptible of termination if the pledges are violated. 

For some strange reason, the spokesmen of the 
United States are not willing to decide now the over- 
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of U.S. News & World Report are written in their entirety by the 
international news irrespective of the editorial views expressed here.) 


“I wholly disapprove of what you say but will 
defend to the death your right to say it.’ 


VOLTAIRE 








President’s message fails to recognize that present prosperity is underwritten by 
billions being spent for armaments—Ending of ‘cold war’ could bring economic 


all questions arising out of the war with Germany. Dis- 

trust of Russia presumably blocks any agreement 

whatsoever. And yet unless American officials are 
realistic and undertake to make some adjustments in 

Europe, the occupation forces of the United States will 

have to remain abroad indefinitely and armament ex- 

penses will inevitably rise to $20,000,000,000 a year— 
twice the amount of the entire federal budget for the 
highest of the peacetime prewar years. 

Already the sinister hand of state socialism—the 
precursor of economic chaos and perhaps other “isms” 
far worse—has made its appearance. Mr. Truman 
naively believes that all he is recommending is a few 
emergency controls. He urges public control of cer- 
tain commodities or the building of steel plants with 
the Government as the owner. To what “production 
for use” doctrine of socialism will these plants be put 
when the present demand for steel tapers off? He 
frankly confesses a plan deliberately to misuse the 
powers he is requesting in order to allocate materials 
for housing. He proposes a form of favoritism to cer- 
tain builders in competition with other builders. What 
subsidies and other special privileges are connoted by 
the “fair deal” which Mr. Truman promised in his 
message? He little realizes that he is unwittingly plan- 
ning to undermine and weaken the economic system. 

“State of the union’’ not good: America is not in 
a sound condition. Mr. Truman was doing a bit of 
wishful thinking when he said ‘the state of the union 
is good.” 

The truth is the United States has never really 
adjusted itself following the economic convulsions of 
1929. The depression of 1929 to 1939 was not solved 
by allowing the U.S. Treasury to go into the hole to 
the extent of $23,000,000,000. The leaf-raking projects 
of the WPA did not build a sound base for real re- 
covery. Only when the war broke out in Europe in 
1939 and America became the “arsenal of democ- 
racy” with billions of Lend-Lease and then actual 
participation in the biggest industrial operation in all 
history did unemployment disappear. 

Today, with the dollar depreciated in purchasing 
power, a price level that reflects the devaluation of the 
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American dollar in terms of gold, and a debt of 
$253,000,000,000 hanging over the national economy, 
it is a misnomer to call the state of the union “good.” 
To do so is to indulge in false optimism. 

Time for realism: The “something for nothing” 
school of thought and the “more pay for less work” 
philosophy have weakened America. The time has ar- 
rived to tell the people with savings accounts or insur- 
ance policies or annuities that their paper money is 
threatened by an Administration which plans to spend 
more and more billions and has not learned the simple 
lesson of reducing expenses. Confiscation of private 
property—all too familiar in the postwar history of 
other nations—is in the offing. 

Certainly higher taxes are necessary. But sooner or 
later there must be relief from high taxes. The people’s 
earnings must not be siphoned every year into waste- 
ful projects or into extraordinary armament expense 
when national security can be assured by a diplomatic 
policy of common sense and reciprocity. 

It is time to call for realism. The first obligation, if 
the “fair deal’ means anything, is to establish and 
maintain the integrity of the American dollar. It can 
be done. But it will take moral courage in high places 
and a willingness to look at America in a long-range 
perspective and to begin to study and plan alterna- 
tives, because if Stalin or his successors should make 
peace, this would produce a shock to our national 
economy that would dislocate employment and cause 
untold hardship to investors. 

All the expense and hardships of economic upheav- 
al and recession, however, would be worth it if once 
again the mothers and fathers of the youth of the 
world could look forward to a life of peace for them- 
selves and their children. 

Mr. Truman has been honored by his fellow citizens. 
Next week he will take for the second time the oath as 
President of the United States. He has an opportunity 
to become a heroic figure of our times. May he use the 
opportunity to bring peace to the world! 

Neither Russia nor America can afford to permit 
materialism to guide its destiny. The spirit of human- 
ity cries out for peace. 
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0 he OF THE POCKETS of the people and the treasuries 
of corporations, the Federal Government is collect- 
ing more than $42,000,000,000 a year. 

A tax increase of $4,000,000,000 is proposed by Pres- 
ident Truman to add to this total. He wants to get 
most of this added money out of corporation incomes. 

Where taxes come from at this time is shown by the 
accompanying Pictogram. 

Individuals pay about $18,500,000,000 a year in taxes 
on their personal incomes. This is $18 for every $1 indi- 
viduals paid in the prewar fiscal year 1940. The U. S. 
Treasury now collects $9,500,000,000 from the 45,000,- 
000 taxpayers earning less than $5,000 a year net in- 
come. It gets $6,000,000,000 from the 2,300,000 earn- 
ing $5,000 to $25,000, and $3,000,000,000 from the 
200,000 earning more than $25,000. Mr. Truman sug- 
gests that Congress see if it can’t raise more taxes from 
upper and middle income groups. 

Corporations pay about $11,900,000,000 in income 
taxes, or 11 times more than 1940. Mr. Truman wants 
$14,000,000,000 or $15,000,000,000 from this source. 

Customers for goods and services are taxed, directly 
or indirectly, about $7,900,000,000 in excises and cus- 
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Income groups: 

Under $5,000 . . . . $9,500,000,000 
$5,000-$25,000 .. 6,000,000,000 © 
Over $25,000 3,000,000,000 © 





toms. This is half again as much as the Government's 
whole income in 1940. 

Employers and workers, in pay-roll taxes for social 
and welfare programs, put up $800,000,000, compared 
with $300,000,000 in 1940. This is only the part that 
shows up in federal budget receipts. Total federal and 
State collections for this purpose run much higher. 
New pay-roll taxes would be needed to finance addi- 
tional programs proposed by Mr. Truman. 

Estate and gift taxes total about $900,000,000. The 
Treasury got less than $400,000,000 from this source in 
1940. Mr. Truman wants to tighten up estate and gift 
tax laws to make them produce more money. 

Other receipts.add up to about $2,200,000,000, seven 
times the prewar total. This revenue is swollen by pro- 
ceeds of surplus-property sales, which soon will be 
over. 

All told, the Treasury is collecting nearly $8 for ev- 
ery $1 it collected before the war. Yet, for a Govern- 
ment that is spending more money than the whole pop- 
ulation earned during depression years, budget ends 
still will not meet. Mr. Truman’s answer is higher 
taxes. Congress’s answer is yet to come. 
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Dean Acheson and James Webb: State Department's New Team 
That Brings Fresh Skill to the Drive for Peace With Russia 


President Truman has given the top 
assignment of 1949 to two new men, 
telling them to search out a way to 
peace with Russia. These men are: 
> Dean Acheson, a skilled and experi- 
enced diplomat, approved by the New 
Dealers, who is to become Secretary of 
State, replacing General of the Army 
George C. Marshall. 
> James E. Webb, the Budget Director, 
becomes Under Secretary, replacing Rob- 
ert A. Lovett, with the particular task of 
‘co-ordinating foreign assistance and for- 
eign-trade controls, and also of unsnarl- 
ing the tangle of red tape that still fetters 
the Department. 

These new personalities, at the very 
top in policy making and direction, in- 
evitably bring fresh viewpoints, new 
emphasis into the solution of the nation’s 
most urgent problem. Some of the con- 
trasts between Mr. Acheson and Gen- 
eral Marshall are striking and furnish 
clues to the future. 

Contrasts. The chief difference is that 
found between a soldier and a lawyer. 
The military man drives ahead. The law- 
yer looks for ways around obstacles. The 
soldier depends on power; the lawyer 
on negotiation, on finesse. 

As some see the situation, General 
Marshall has tried to back Russia into a 
ccrner, in the expectation that, short of 
war, the Soviet Government would give 
in. But Russia remains as stubborn as 
ever, Now, it becomes Mr. Acheson’s job 
to apply diplomacy to the situation, to 
find the way to peace by negotiation. 

Mr. Acheson’s ability as a negotiator 
is respected. He previously spent six 
years in the State Department as Assistant 
Secretary and Under Secretary. He partic- 
ipated in numerous international meet- 
ings. Many think him the very picture of 
a diplomat. He is a trim six-foot-two, 
ruddy, cultured, suave, pleasant and un- 
hurried, A Felix Frankfurter protege, he 
has the quick mind usually associated 
with the group of prize Harvard Law 
School students Justice Frankfurter 
brought into the Government in the 
early days of the New Deal. 

While in the Department, Mr. Acheson 
devoted particular attention to the eco- 
nomic problems of the world. By another 
contrast, General Marshall has been in- 
clined to see diplomacy in terms of mili- 
tary theaters, rather than economic 
spheres. The General left economics 
largely to others. 

Mr. Acheson reaches the Cabinet at 
the climax of a career that he wanted to 
devote to public service and one that has 
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—Harris & Ewing 
SECRETARY ACHESON 
For policy tangles—finesse 


seen him in and out of office, in and out 
of the New Deal. 

Diplomat's progress. After a comfort- 
able New England boyhood, graduation 
from Yale University and Harvard Law 
School and a period in private law, prac- 
tice, Mr. Acheson, at the outset of the 
New Deal, became Under Secretary of 
the Treasury. His stay was short. He dis- 
agreed with President Roosevelt on the 
gold-purchase program, said so and was 
quietly eased out. There also were com- 
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UNDER SECRETARY WEBB 
For red-tape tangles—efficiency 


plaints that Mr. Acheson had been too 
informative in talking with newspaper- 
men, to whom he is friendly and helpful. 

Out of the Government, he returned to 
private law practice and did well at it. 
Although Mr. Roosevelt had _ jettisoned 
him, he still was loyal to the chief New 
Dealer and his objectives. He voted and 
worked for the President in both 1936 
and ‘1940. In 1941, Cordell Hull, then 
Secretary of State, needed a man who 
knew something about foreign economics, 
and he turned to Mr. Acheson, with 
whom he long had been friendly. 

As an Assistant Secretary under Mr. 
Hull and his successors, Edward R. 
Stettinius, Jr., and James F. Byrnes, Mr. 
Acheson was given a large responsibility 
for foreign-trade matters. He negotiated 
reciprocal trade treaties, correlated Lend- 
iG and foreign trade, and supervised 
the fce of Economic Affairs. 

led into a close general super- 
vi of America’s world policies. Mr. 
Byrics made him Under Secretary of 
State in August, 1945. He stayed on in 
that capacity until July, 1947, some six 
months after General Marshall became 
Secretary. Throughout long __ periods, 
with Mr. Byrnes or Mr. Marshall away 
attending international meetings, Mr. 
Acheson was in charge of the Depart- 
ment. At such times, he was in daily 
contact with President Truman. The 
latter liked his - friendly attitude and 
eager interest in world issues, a factor 
behind Mr. Acheson’s final selection as 
Secretary. 

Activities. While in the Department, 
Mr. Acheson helped to devise the Mar- 
shall Plan, and the Truman Doctrine that 
had its first product in the program of aid 
to Greece and Turkey. Consequently, he 
can be expected to back these fully. 

He also was a departmental officia! 
when charges that the Department was 
harboring Communists and spies began to 
become acute. These charges he dis- 
missed as “more alarm than fact,” an atti- 
tude which he has maintained to the 
present moment. In the recent furore 
ever red spies he has publicly supported 
some he thought wrongly accused. 

This attitude is causing some congres- 
sional Republicans to rebel at the ap- 
pointment of Mr. Acheson. However, for 
long periods he was the Department's 
contact man in Congress, and is known 
and liked there. Mr. Acheson’s influential 
friends in the Senate include Chairman 
Tom Connally, of the Foreign Relations 
Committee, and Senator Arthur H. Van- 
denberg, that Committee’s ranking Re- 
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publican. No great difficulty is expected 
over his confirmation. 

Since leaving the Department, Mr. 
Acheson has been practicing law in 
Washington and New York, but his in- 
terest in world affairs has not relaxed. 
He comes to the Cabinet well posted, 
and there is to be no loss of time while 
subordinates brief him on the numerous 
problems he must face. 

He also has taken time, as a lawyer, 
for a place on the Hoover Commission 
studying the reorganization of the Gov- 
ernment, with particular attention to the 
State Department. Undoubtedly he has 
ideas for making the Department a more 
eficient working organization. But, 
under Mr. Acheson’s supervision, that is 
to be principally the job of Mr. Webb, 
the new Under Secretary. 

Efficiency. Mr. Webb, 41, an enthusi- 
astic and energetic specialist in Govern- 
mental efficiency, obviously has his work 
cut out for him, The old complaints of 
slipshod administrative methods, of red 
tape, of paper shuffling, and of officials 
working at cross-purposes in the State 
Department continue as they have for 
years. General Marshall had little time to 
attend to these matters. 

In addition to bringing order out of 
what many call the “chaos” of the De- 
partment, Mr. Webb is to have important 
duties in co-ordinating supervision of 
such projects as European assistance, the 
Export-Import Bank, and the foreign- 
tr.de controls now resting in the Com- 
merce Department, The effort will be to 
keep them geared closely to the nation’s 
international policies. 

Mr. Webb has had a quick climb from 
an obscure boyhood in North Carolina. 


He worked his way through the State - 


University, with unusual scholastic hon- 
ors, and came to Washington in 1932 as 
secretary to a North Carolina Congress- 
man. At nights, he studied law. 

During the war, Mr. Webb took a job 
with the Sperry Gyroscope Co. as person- 
nel manager and assistant to the presi- 
dent, attending to general personnel and 
management problems. He supervised 
much of the company’s rapid wartime 
expansion and emerged as secretary and 
treasurer. Mr. Webb returned to Wash- 
ington to work briefly in the Treasury and 
became Director of the Bureau of the 
Budget in July, 1946. 

New team. As a team, Mr. Acheson 
and Mr. Webb bring experience and a 
comparatively youthful vigor to two acute 
and complicated problems. How much 
progress they can make in obtaining 
agreement with Russia and putting the 
State Department on a smooth working 
basis is a question about which there is, 
nevertheless, much head shaking. But 
they are the instruments Mr. Truman 
has chosen to implement his 1949 cam- 
paign for peace and men from whom 
much is expected to be heard as the 
future unfolds. 
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Between old policy makers and new—some contrast, some similarity 
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UNIONS RUN INTO TROUBLE 


Many Taft Act Restrictions Likely to Remain 


New Congress is not dancing 
to all of labor's tunes. Repeal of 
Taft-Hartley Act, if it comes, prob- 
ably will be delayed until a sub- 
stitute law is written. 

Unions’ idea is to abolish the 
law immediately, revive the 
Wagner Act. and talk about a 
new law later. Congress, how- 
ever, wants to wrap everything 
in one package. 


What the unions want from Con- 
gress in the way of labor legislation, 
and what they are going to- get, are 
likely to be two different things. Al- 
ready, they appear to have lost the 
first round of their fight against the 
Taft-Hartley Act. 

The unions are demanding that this 
Act be wiped out immediately and that 
the Wagner Act be restored. If any 
changes are to be made in the Wagner 
Act, they can come later. This procedure 
would require two legislative steps and 
might delay indefinitely action on amend- 
ing the Wagner Act. 

Democratic leaders in Congress, how- 
ever, are not warming up to this idea. 
Most of these leaders now seem to 
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REPRESENTATIVE LESINSKI 
...a “single package” bill? 
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favor a “single package” bill, one that 
would -repeal the present law and re- 
instate the Wagner Act with some new 
provisions. 

The “single package” idea is favored 
by Representative John Lesinski (Dem.), 
of Michigan, chairman of the House 
Labor Committee, and by Speaker Sam 
Rayburn. Senator Elbert D. Thomas 
(Dem.), of Utah, who heads the Senate 
Labor Committee, leans more to labor’s 
idea of restoring the Wagner Act im- 
mediately and taking up amendments 
later. He is not optimistic, however, 
that this procedure will be accepted by 
the Senate. 

Even President Truman, in his State 
of the Union message to Congress, did 
not go all out for the unions’ proposal. 
He did ask repeal of the Taft-Hartley 
Act and a return to the Wagner Act, but 
added that certain improvements are 
needed in the Wagner Act. This was 
interpreted by some congressional lead- 
ers to mean that the President favored 
amending the Wagner Act at the time 
it is restored. In any event, Mr. Truman 
did not support the unions’ strategy in 
sO many words. 

The new labor law, if there is to be 
one, probably will go beyond the pro- 
posals outlined by Mr. Truman in his 
message. Most union officials are accept- 
ing the President’s suggestions, but they 
probably will not be satisfied with what 
comes out of Congress. 

What Mr. Truman wants is this: 

For big strikes, he favors some sort of 
mediation procedure, but he has not 
specified exactly what kind. He merely 
proposes that, “without endangering our 
democratic freedoms, means should be 
provided for settling or preventing strikes 
in vital industries which affect the public 
interest.” Two years ago, he proposed 
that a special study be made of this 
problem. 

Secondary boycotts of certain types 
would be prohibited if Mr. Truman gets 
his way, but he does not favor banning 
all kinds of boycotts now outlawed by 
the Taft-Hartley Act. In a 1947 message 
to Congress, Mr. Truman stated that 
unions have a right to conduct boycotts 
to protect wage rates or working con- 
ditions. He objected to boycotts designed 
to aid jurisdictional disputes with other 
unions. 

Jurisdictional strikes of all kinds pre- 
sumably would be outlawed under an- 
other proposal of Mr. Truman’s. Strikes 





SENATOR THOMAS 
. a two-way procedure? 


over the right to perform particular jobs 
are outlawed by the present Act. Mr. 
Truman, however, has not stated whether 
he favors using injunctions to enforce the 
clause, as in the present law. 
Arbitration of disputes arising under 
labor-management . contracts apparently 
is favored by Mr. Truman. He states that 
“use of economic force” to settle such 
disputes should be prevented. In 1947, 
he talked of arbitration as the cure for 
disputes over interpretation of contracts. 
Many contracts provide for such arbitra- 
tion. Unions, under such provisions, are 
not prevented from striking over wages 


or other issues after a contract has 
expired. 
What Mr. Truman will get is 


worrying many labor leaders. Indications 
are that Congress will accept Mr. Tru- 
man’s suggestions, in general, but also 
will retain some provisions of the Taft- 
Hartley Act and perhaps write some new 
ones. 

Fact-finding boards, for example, 
may be created to act in the case of 
major strike threats, such as those in coal 
or steel. Some members of Congress 
favor use of the Railway Labor Act pro- 
cedure for other industries, with boards 
making recommendations that are not 
binding upon either unions or manage- 
ment. Strikes would be delayed for a 
month or two pending a board’s report. 
However, other members of Congress 
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want to continue use of in‘unctions to 
delay big strikes. 

Injunctions, if allowed at all, probably 
will be confined to a few cases. Congress 
may eliminate the power of the National 
Labor Relations Board to get injunctions 
against secondary boycotts and _ jurisdic- 
tional strikes before the Board has passed 
on merits of the case. 

The “closed shop” is likely to be re- 
stored, allowing unions and employers 
to agree that only union members can 
be hired. Employe elections now re- 
quired before the “union shop” can be 
put into effect would be eliminated. The 
“union shop” allows nonunion workers to 
be hired but requires that they join the 
union within a specified period. 

Damage suits against unions for vio- 
lation of contracts, such as in wildcat 
strikes, probably would not be authorized 
by the new law. 

Non-Communist affidavits may be 
retained, but the law might be changed 
to require an employer to sign one also 
before he could take a case to the Labor 
Board. 

Financial reports may be required of 
unions, as at present, as a condition of 
getting Labor Board action. 

Unfair practices of unions may be re- 
stricted, also. There is support in Con- 
gress for retaining some of the Taft- 
Hartley Act provisions outlining a code 
of conduct for unions as well as for 
employers. Wagner Act provisions listing 
unfair Jabor practices of employers, such 
as discharging workers for union activity, 
might be balanced by rules limiting union 
activities to some extent. The law prob- 
ably would not go as far as the Taft- 


Hartley Act does, however, in this re- 


spect. 

Free speech for employers is likely to 
be retained in the new law. Employers 
would be allowed to discuss union issues 
with their workers as long as they did 
not threaten reprisals for joining a union. 

Net result, then, is that a new labor 
law apparently will retain most of the 
Wagner Act terms, but will add some 
restrictions against unions that are found 
in the Taft-Hartley Act. There will be 
rules limiting both employers and unions. 


EFFECT OF DECISION 
ON ‘CLOSED SHOP’ 


The Supreme Court, in ruling last 
week that States are free to outlaw the 
“closed shop,” paved the way for a chain 
of events that may have a far-reaching 
effect on relations between employers 
and workers. 

Already, 13 States with such laws can 
enforce them without fear that they will 
be upset by the courts. Other States may 
be expected to feel new pressures for 
similar laws. Unions will intensify their 
political activity in the States, with a 
view to obtaining repeal of laws already 
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in effect and to preventing enactment of 
new laws in other States. 

The decision will take on added im- 
portance if Congress follows the recom- 
mendation of Mr. Truman and votes to 
repeal the Taft-Hartley Act. That Act 
bans the “closed shop” on a national 
scale, and the State laws are not too im- 
portant while it is in effect. But, if this 
Act is repealed and the “closed shop” 
becomes legal on a national basis, em- 
ployers who do business across State 
lines will contend that they are affected 
by the State laws. If they are upheld by 
the courts, many industry-wide contracts 
calling for “closed shops” will have to be 
revised. 

Political action by unions already is 
being stepped up. AFL unions are told 
to become active in the States. Joseph 
D. Keenan, director of the AFL’s League 
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for Political Education, is calling for a 
two-year campaign to elect legislatures 
that will repeal restrictive labor laws. 
CIO also will increase its political activity 
in the States, 

Labor has a good chance of winning 
these fights in industrial States, but only 
a few such States have laws of this kind. 

The Court, in holding that the Con- 
stitution does not prevent States from 
passing laws to protect nonunion workers 
from discrimination, may encourage more 
legislation of this kind. Justice Hugo L. 
Black, speaking for the Court, said this: 
“Just as we have held that the due process 
clause [of the Constitution] erects no 
obstacle to block legislative protection of 
union members, we now hold that legis- 
lative protection can be afforded non- 
union members.” 

Should the courts rule that State 
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—Bachrach 
JUSTICE BLACK 
... from the Court's majority .. . 


“closed shop” laws do not affect com- 
panies doing business in interstate com- 
merce, thousands of retail stores, laun- 
dries, building-construction companies 
and other smaller concerns doing busi- 
ness within single States still would be 
covered, 

Many AFL unions operate in these 
lines of business. CIO contracts are 
chiefly with companies doing business 
in several States; If Congress legalizes 
the “closed shop” on a national scale, 
CIO’s General Counsel Arthur J. Gold- 
berg will start test cases to seek a new 


Supreme Court ruling on the State legis-: 


lation. He will try to keep the States 
from applying their laws to the bigger 
CIO contracts. 
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AFL‘S KEENAN 
... With far-reaching effects? 
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Amazing new TIME-MASTER a boon 
to secretaries, too! 






REVOLUTIONARY DICTAPHONE* MACHINE 
RECORDS ON SMALL PLASTIC BELT, 





GIVES PERFECT VOICE REPRODUCTION! 


Here’s wuy secretaries are head-over-typewriters in love with TIME-MASTER 
dictation! 

Word-perfect Recording! The TIME-MASTER records on a small. flexible plastic 
Memobelt 


Easier Filing! Each Memobelt will record 15 minutes of solid dietation—and each 


assures both uniferm recording quality and measured backspacing. 


of these flexible little belts can be filed in a minimum of space. Yes, and these 
belts can be mailed from boss to secretary in a standard small-size envelope— 
5 at a time for a 3¢ stamp! 
Easier Transcribing! ‘There are dials that control volume. speed and tone. a foot 
control for instantaneous and uniformly measured backspacing. Secretaries are 
especially enthusiastic about the tiny new Magie Ear through which they hear 
electronic dictation at its clearest. Also available are the standard feather-light 
headset and a soft speaker that can be positioned near the secretary's ear. 

The TIME-MASTER transcribing machine has every improvement that makes 
for easier work. speedier work. Write for TIME-MASTER literature, Dictaphone 
Corp., Dept. E19, 120 Lexington Ave. Na¥. 17, N.Y. 


A CHOICE OF THREE LISTENING DEVICES! 









: = : 
tJ LK KAP f 


SOFT SPEAKER 


, 


MAGIC EAR 


FEATHER-LIGHT HEADSET 


DI CTAPH ON E Electrone Dictation 


*Only Dictaphone Corporation can use the registered trade-mark, “‘ Dictaphone.” 
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Consumers spent more freely in De- 
cember trade, but continued to re- 
strict their purchases of household 
appliances, furniture, radios and 
other durable goods. 

Sales at department stores jumped to 
307 in December on the Federal 
Reserve index, up 7 per cent from 
November. That brought sales back 
to the October level, but left them 
still 3 per cent below the July 
peak. Sales in the week ended 
January 1 slipped to 299 on the 
indicator below. 

The slump in sales of appliances and 
some other durable goods has con- 
tinued for at least three months. 

Appliance sales at department 
stores, shown in the top chart, fell 
a third below a year ago in both 
November and December, accord- 
ing to preliminary national surveys. 
Sales in October had dropped 28 
per cent below a year ago follow- 
ing year-to-year gains of 7 per cent 
in September and 11 per cent for 
the 9 months January-September. 

Appliance inventories rose sharply 
in October and on November 1 
were equal to 3.2 months’ sales, 
against only 2.1 months on Nov. 
1, 1940. 

Government control over terms of 
installment sales, as the chart 
shows, was discontinued on Nov. 
1, 1947, then reimposed on Sept. 
20, 1948. Appliance sales ap- 
parently were kept going at a peak 

rate by easier credit, then slumped 
when terms were stiffened again. 


Plus and Minus 





Household-Appliance Sales and 
Inventories of Department Stores 
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Radio and phonograph sales, in- 
cluding television, ran below a year 
earlier in December at department 
stores, after climbing in September to 
29 per cent above September, 1947. 

Furniture and bedding sales in De- 
cember also fell below 1947. In Sep- 
tember they had been 9 per cent 
above a year earlier, 13 per cent 
above for January to September. 

Specialty retailers selling household 
appliances and furniture suffered a 
drop of 8 per cent in October and 
November sales below a_ year 
earlier. January to September sales 
were about 9 per cent above. 





Appliance wholesalers had sales 
averaging 3 per cent below a year 
earlier for October and November. 
The gain over 1947 had mounted to 
18 per cent in September, averaged 
13 from January to September. 

Manufacturers sold 13 per cent 
fewer washing machines in Novem- 
ber than a year earlier. That fol- 
lowed close after a 23 per cent gain 
in September. Unit sales of vacu- 
um cleaners fell 27 per cent below 
1947 in November, had been only 
14 per cent below in September. 

Credit has become more necessary. 
Department-store charge-account 
sales for November were 4 per cent 
above November, 1947. Cash sales 
were 5 per cent below. 

Installment credit outstanding rose 
1.4 per cent in October, compared 
with 2.5 per cent in September. 

Production still is at a high rate. 

Steel is at 100 per cent of capacity. 

Factory output is double 1935-39. 

Unemployment, however, rose to 
1,941,000 in December, up 110,000 
from November. 

Price cuts are spreading. Steel-scrap 
prices fell to $39.75 per ton at 

Chicago on January 6, down $2. 
Hogs dropped to $20.37 on Janu- 
ary 3, lowest since October, 1946. 

Consumer spending, despite 1in- 
provement in December, is passing 
its peak rate for more and more 
products. Adjustment of business 
to lower demand, however, is still 
being made product by product, 
without a slump in total activity. 
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YOU CANNOT, in figuring an es- 

tate tax, expect to be allowed a de- 
duction for bequests to charity of the 
remainder of a trust principal if the 
trustees havé wide powers to use the 
principal on behalf of the life beneficiary. 
The Supreme Court rules against such a 
deduction in one case. The decision 
points out that it would be impossible at 
the time of the death of the creator of 
the trust to determine the amount that 
would remain for the charitable bequests. 


* * * 


YOU CANNOT, as an employer, ap- 

peal directly to individual strikers 
to return to work, and thus by-pass a 
union chosen by your employes to rep- 
resent them. The National Labor Rela- 
tions Board holds that an employer inter- 
fered with collective-bargaining rights of 
his employes by not dealing with strikers 
through their union, even though ‘no co- 
ercion or special offer was involved. 


* * * 


YOU CAN now find out about some 

of the rules that will apply to re- 
negotiation of defense contracts. The 
National Military Establishment issues 
the first two parts of regulations covering 
renegotiations. Contractors and subcon- 
tractors are not subject to renegotiation 
unless their total sales to the Government 
in one year exceed $100,000. 


* * * 


YOU CAN sometimes take a deduc- 

tion on the income tax return of a 
subsidiary corporation for interest paid 
to the parent company on debenture 
bonds. The U.S. Tax Court allows such 
a deduction in a case where the deben- 
tures have a definite maturity date and 
the obligation to pay the interest is un- 
conditional. 


* * * 


YOU CANNOT, in making the in- 

come tax return of an employe- 
owned corporation avoid paying a tax 
on the gain from selling the company’s 
stock to employes, even though no profit 
motive was behind the sales. A circuit 
court of appeals decides that a company 
is taxable on the gain from such sale of 
its “treasury stock.” Some of the shares 
were donated to the company by original 
stockholders and others were bought 
from employe-shareholders. 
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What you as a businessman CAN and CANNOT do 
gs a result of federal court and administrative decisions: 


YOU CANNOT look for an early end 

of the restrictions on use of tin plate 
in making tin cans. The Department of 
Commerce extends to June 30, 1949, the 
order limiting use of tin plate. 


* * * 


YOU CAN probably count on pri- 

vate industry's having a greater share 
in the future program for developing 
atomic energy. The Atomic Energy 
Commission is accepting, subject to lim- 
itations, recommendations of a group of 
industry advisers for more participation 
in this program by private industry. 


* * * 


YOU CANNOT, as an employer, al- 

ways be held responsible for the 
antiunion statements of a_ foreman 
even though he implies that your plant 
may be closed down if a union succeeds 
in its organization drive and calls a strike. 
A circuit court of appeals overrules 
NLRB and finds that an employer had 
not engaged in unfair labor practices be- 
cause of his foreman’s remarks. The court 
cites evidence that the emplover had 
told his employes to vote as they wished. 


* * * 


YOU CAN take part in a_ public 

celebration of a union’s loss of an 
election in your plant without violating 
the rights of your employes or of the 


_ union under the Taft-Hartley Act. NLRB 


finds that a demonstration of this kind 
by officials of a company are protected 
by the free-speech clause of the Act. 


* * * 


YOU CAN obtain from the Depart- 

ment of Commerce a new “positive 
list” of commodities in short supply that 
require OIT export licenses for ship- 
ment to all countries. The list gives new 
code numbers for many commodities, for 
use by exporters. Copies can be obtained 
from field officers of the Department of 
Commerce or from the main office, 
Washington 25, D.C. 


* * * 


YOU CANNOT expect an early in- 

crease in the interest rate that can be 
charged on loans to veterans under the 
GI Bill of Rights. The Veterans’ Admin- 
istrator announces that the limit on the 
interest rate for GI loans will remain at 
t per cent, for the time being at least. 





Conclusions expressed in these paragraphs are based upon decisions and rulings of 
courts and Government bureaus. In making their decisions, courts and bureaus consider 
many facts which. for reasons of space, cannot be set forth in detail. U. S. News & Worip 
Report, on written request, will refer interested readers to sources of this basic material. 
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your advantage to 
from the World's Largest 


FOOD PRODUCTS 


Amerikorn Corn Flours 
Amerikorn Cream Meals 
Amerikorn Granulated Meals 
Amerikorn Dusting Meals 
Amerikorn Hominy Grits 
Larodex Processed Corn Flour 
Processed Corn Flakes 


BREWERIES 


Amerikorn Brewers’ Grits 
Amerikorn Brewers’ Meal 
Jiffimalt Processed Brewers’ Flakes 


FEED MIXERS AND 
FEED DEALERS 


Badger Hominy Feed 


REFINERS 
Amerikorn Crude Corn Oil 


FOUNDRIES 


Truscor and Amerikorn Cereal Core 
Binders 


PAPER MILLS, BOARD MILLS, 
GYPSUM AND ASBESTOS PLANTS 
Gelatinized and Processed Binders 


EXPLOSIVE MANUFACTURERS 
Lodensity Flours and Flakes 


WALLPAPER AND PAINT 
MANUFACTURERS, DISTRIBUTORS 
AND DEALERS 
Kemtac Corn Paste 
Golden Harvest Wheat Paste 


MEAT PROCESSORS 


Amerikorn Special Binder 
Amerikorn Processed Binder 





. é SLT SSR 
WORLD’S LARGEST 
PRODUCERS OF DRY 

CORN MILLED PRODUCTS 


Laboratory consultation 
and research facilities available. 
Write today for information 


CHAS. A. KRAUSE MILLING CO. 


Milwaukee 1, Wisconsin 
Est. 1907 
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Research 


Turn on your radio, tune in a tele- 
vision set—as simply as that you 
have completed the final step in 
a long chain of research and in- 
vention... 

In a generous measure, your new 
command of sound and sight comes 
from research conducted at RCA 
Laboratories and made available for 
useful purposes. Almost every major 
advance in radio and television dur- 








Into your living room comes the “Age of Electronics”—through radio 
and television research achievements of RCA Laboratories. 


comes 7 life th YOUr Living Koom 


ing the past 30 years was pioneered 
by RCA. 

A few examples of RCA leadership: 
all-electronic television, the all-elec- 
tronic radio receiver, and the Victrola 
radio-phonograph. The iconoscope, 
television’s electronic “eye,” was devel- 
oped by Dr. V. K. Zworykin—now of 
RCA Laboratories. Super-sensitive Im- 
age Orthicon television cameras and 
kinescope “picture tubes” for receiving 
sets and radio relays are RCA firsts. 


Actually, there are hundreds of 
examples of RCA leadership in radio 
and electronic research and engi- 
neering “know-how”... that give 
value beyond price in any product 
or service of RCA or RCA Victor. 
When in Radio City, New York, you are 
cordially invited to visit the radio, tele- 
vision and electronic wonders at RCA Ex- 
hibition Hall, 36 West 49th Street. Free 


admission. Radio Corporation of America, 
RCA Building, Radio City, N. Y. 20. 


RADIO CORPORATION of AM ERIEA 
Wotld Leader in Radio — First in Television 
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Trend of American Business 



















































24th and N Streets, N.W. 
Washington, D. C. 


If the postwar boom is wearing itself out, as many signs indicate, the Ad- 
ministration has no intention of taking any early action to stop the trend. 
Government still is more concerned about inflation than about deflation. 
Downtrends in prices and in business activity cause no official worry. 
Layoffs here and there in industrial plants are viewed rather calmly. 
This official attitude is disclosed in the President's economic report. 
Its immediate significance to business is that no new inflationary stimulants 
are to be expected from Government over the next few months. If the boom is 
passing its peak and activity promises to drop a bit, officials won't interfere. 


What the President still wants, in fact, is more power to control infla- 
tion, even if developments suggest inflation is ending. Here is his program: 
Higher taxes to assure a budget surplus so that debt can be retired. 
Higher pay-roll taxes for Social Security to give Government more cash. 
Allocation powers to control distribution of scarce materials. Extension 
of voluntary agreements to allocate steel and other things also is requested. 
Price control over scarce products is requested again, along with power to 
control wages in industries where higher wages would require higher prices. 
Existing controls over rents, installmént credit and exports would be ex- 
tended. Added control also is sought over bank credit and commodity markets. 
The economic report says, in effect, that the President hasn't changed his 
mind about the business outlook since last summer. He is not impressed with 
signs that conditions may have changed. (See page 57 for text of report.) 




















Cheap-money policy is to be continued by the Truman Administration. 
Government-bond prices are to be supported at par by the Federal Reserve. 
Interest rates on Government bonds are to remain at 2% per cent. 

"4 This policy gets complete endorsement from Mr. Truman. He reports that the 
bond-support program has been “eminently successful," and adds that a stable 
U.S. bond market contributes to financial strength and business confidence. 














Higher wages, where they don't push up prices, also get official support. 

Wage boosts based on productivity are described as the "American way." 

Profits that ran .at around 5 per cent of sales in 1947 and 1948 are said to 
be higher than necessary to furnish incentives and funds for expansion. 











o * Taken together, these observations of the President offer implied support 
I- to union arguments that wages can be increased without adding to prices. The 
e Council of Economic Advisers suggests in the same report, however, that unions 
t should go slow on wage demands and business should go easy on raising prices. 


For the long pull--over 10 years--the Council suggests these goals: 
e Total output of the country should increase 3 to 4 per cent a year. That 
- was the gain made from 1947 through 1948. It includes both goods and services. 
4 





Factory expansion for manufactured goods can be slower than in 1948. In 
the future, people are expected to want additional services more than goods. 
Electric power, on the other hand, needs to exceed the 1948 growth rate. 
Mining industry will require large investments to expand and improve the 
output of coal, oil, natural gas, synthetic fuels and, particularly, iron ore. 
Railroads can continue to build 120,000 freight cars a year for 10 years. 











5 (over) 


Written for the issue of January 14, 1949, Volume XXVI—No. 2 
JANUARY 14, 1949 





TREND OF AMERICAN BUSINESS-- (Continued) 


Highway improvement is lagging far, far behind essential needs. 

Farm investments in machinery should at least equal $2,000,000,000 a year 
at 1947 prices. Another $1,000,000,000 should go into livestock herds. 

Forest investments should be heavy to improve and sustain timber yields. 

Commercial building probably could average $2,000,000,000 a year to keep 
pace with community growth. Housing, however, should have immediate priority. 

That is the investment goal plotted by the Economic Advisers for a plan of 
"balanced growth" over the next decade. It assumes a population increase of 
around 1 per cent a year and assumes that maximum employment, production and 
consumption will prevail. It also assumes a more settled world situation. 














The long-term program also suggests a shift to more consumer goods. 

Consumers, in the Advisers' opinion, should get around 75 per cent of the 
nation's total output. * They are getting only about 70 per cent of output now. 

Business investment accounts for 15 per cent of output. A dron to 1l or 12 
per cent would bring a better balance between production and consumption. 

Government spending and foreign investment also are expected to decline. 

The problem ahead, as the Advisers see it, is to make sure that consumers 
can absorb 75 per cent of output fast enough to prevent a depression resulting 
from declines in private business investment. What's required, they say, is an 
increase in consumer incomes so balanced that "areas of want" can be avoided and 
that savings will not outrun opportunities for investment. That plan is an ex- 
tension of the New Deal idea of the 1930s to maintain purchasing power. 








Depression cushions, however, are believed to be much stronger now than in 
previous times. They are expected to soften any shocks to business activity. 

Farm price supports are credited already with having stopped the price 
break in farm commodities from spreading to other sectors of the economy. 

Social Security system is relied on to soften the impact of unemployment. 

Prudent business policies in regard to inventory and to speculation in 
general are cited as a restraint to inflation, a protection from deflation. 

Federal deposit insurance is expected to prevent any runs on banks. 

Government spending, finally, is judged to be so large 2s to make the coun- 
try more shock resistant. You can't collapse on a $42,000.000,000 budget. 

In addition, the Council suggests that Government be prepared to. step in 
with projects of its own to stem any definite downturn. There are lots of busi- 
ness-Supporting factors present in the need to expand school, housing and health 
facilities; in resource development and in more conservation. 

U.S. Government, under this program, is to continue as a business force. 




















To turn from the long-range program to immediate problems: 

Private investment in business plant and equipment is expected to drop. 

Housing starts, in a decline since last May, are not yet recovering. 

Farm income is expected to be lower in the period ahead than last year. 

Employment will have to increase bv 1,000,000 to maintain the 1948 pace. 
That is because the labor force is expected to expand by that number this year. 

These trends suggest a weakening in the boom, a gradual deflation. They 
probably will not be offset fully by Government spending or by higher exports. 
Trends also indicate that Mr. Truman may not need the inflation controls wanted. 











Capital gains tax cannot be used by radio artists and others who seek to 
sell personal services. Such income is taxed at ordinary income tax rates. 
This is the official policy, stated by the Commissioner of Internal Revenue. 
Difference in tax is 25 per cent on capital gains against as much as 77 per 
cent. on personal incomes. The policy probably will alter several plans. 








Freight absorption is likely to be permitted in business pricing. A bill 
to permit absorption, thoroughly hedged, has considerable support in Congress. 
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... the human ingredient 
... in the unbeatable combination 


A railroad never sleeps. Somewhere, each minute of every day and night — in 
the cabs of locomotives, in the aisles of passenger coaches, and in the familiar red 
cabooses — railroad men move endless trainloads of humans and hundreds of thou- 
sands of commodities for human needs. 

But behind the scenes, the hands and minds of thousands of other- men labor 
constantly to insure that those trains will move swiftly . . . and safely. In round- 
houses and shops, at the boards of traffic control systems, over busy desks, in the 
yards and out on the main and branch lines, more railroad men keep vigilant, faith- 
ful watch over the countless functions which make up modern railroading. 

On the Norfolk and Western, these experienced men represent the human in- 
gredient in the priceless combination which makes possible the Norfolk and West- 
ern’s famous Precision Transportation. They work with the most modern and 
efficient equipment . . . with operating methods proven by many years of exper- 
ience. This is the team ... the unbeatable combination that builds dependable 
railway service. 





These men are tightening a cylinder head and piston rod packing kt ‘ cl. 


fland on a modern locomotive. Their work is typical of the 

constant vigil maintained ‘from the roadbed up"’ on the Norfolk 2 A Fi L A Y 
and Western. This advertisement is the second in a series 
portraying the role of the human ingredient in the Norfolk 
and Western's unbeatable combination. 








PRECISION TRANSPORTATION 














Special Report 


(This article represents the result of an 
extensive research on a problem of out- 
standing importance in National Affairs.) 


BIGGER CUSHION FOR JOBLESS? , 


Benefits For More, Rise in Cost to Employers | 


Being out of work is to be less 
painful for workers, more attrac- 
tive from a money standpoint 
under the Truman program. 

U.S. has an $8,000,000,000 
cushion against large-scale un- 
employment. Now new methods 
of using the money are forming. 

Idea is to make State pay- 
ments more liberal, more uni- 
form, to get jobless benefits on 
bigger scale for longer periods. 


If unemployment does return in 
real volume during the period just 
ahead there is to be an $8,000,000,000 
fund to deal with it. Early action by 
Congress is to make that vast reserve 
easier for jobless workers to share. 

Jobs, in fact, are becoming somewhat 
harder to find. Cutbacks in production, as 
supplies meet demand, are creating new 
pockets of unemployment here and there. 
Already, more persons are looking for 
jobs and unable to find them than at 
any time in months. Result is a rising 
trend in the number of unemployed 
workers who are claiming weekly pay 
checks under State unemployment-insur- 
ance programs. 

Reserves accumulated by individual 
States to deal with a situation of this kind 
are at a record high. Unemployment 
could rise by 50 per cent—to 3,500,000 


—and the average State still could pay . 


full benefits to its workers with less than 
a 2 per cent pay-roll tax, without ever 
drawing upon its reserve fund. 

The catch in the unemployment-insur- 
ance problem, however, lies in the fact 
that there is no uniformity among States 
in their ability to deal with any serious 
rise in unemployment. Another catch is 
that President Truman now is urging 
Congress to set minimum benefit stand- 
ards that would add considerably to costs. 

A glimpse of the problem is provided 
by the accompanying chart. 

Reserves of money on hand are big 
enough to provide weekly unemployment 
pay checks to well over half of the 
nation’s 33,000,000 insured workers for 
the full periods that their individual 
State laws permit. Unemployment, of 
course, is not likely to be spread around 
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A “Trackside” 


Virtually all the things you eat or wear or use, 
and the materials of which they are made, move 
to you— somewhere along the line — by rail. So 
here’s a “trackside” report of how your rail- 
roads did their job of serving you last year: 


1. Delivering the Goods. Every day in 1948 the rail- 
roads hauled an average of 12 tons of freight one mile 
for every man, woman, and child in the United States! 


2. Carrying People. Nearly two million people rode 
the railroads every day. That’s equivalent to carrying 
every man, woman, and child in the country on a trip 
of almost 300 miles during the year. 







3. Improving Efficiency. Last year the average Amer- 
ican freight train moved more tons of freight more miles 
per hour than ever before in American railroad history! 


4. Improving the Transportation “Factory.” In 1948 
the railroads spent for improvements alone more than 
a billion dollars. That meant spending an average of 









three million dollars per day—for new streamlined pas- 
ws tena senger trains, new freight cars, and new, more efficient 





locomotives —for new track, signals, and shops to keep 





them rolling even more surely, more efficiently. 
















5. Paying Their Own Way. Railroads provide and 
maintain their roadway and equipment with railroad 
dollars, not taxpayers’ dollars. In addition they pay 
about a billion dollars a year in taxes. These taxes help 
support schools, roads, and other public projects. They 
are not spent for the special benefit of the railroads. 


For their services railroads received in 1948 an 
average of only about 1'%4 cents for hauling a ton of 
/ freight one mile. And for carrying a passenger one 

mile, they got far less than they got a quarter of a 
century ago—when wages and the prices of rail- 
road materials and supplies were only half what 
they are now. 

To keep on making improvements in their service. 
railroads must continue investing money in better 
plants and facilities. To be able to do this they 
must make earnings in line with today’s increased 








costs. For only adequate earnings can justify the 
huge investment required to keep America’s rail- 
roads the most efficient, the most economical, and 
the safest mass transportation system in the world. 


* 


LISTEN TO THE RAILROAD HOUR presenting the world’s 
great musical shows. Every Monday evening over the 
ABC Network, 8-8:45 Eastern, Mountain, and Pacific 
Time; 7-7:45 Central Time. 
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In November, 1925, The Thew Shovel 
Company installed aTwin Disc Clutch 
on its new Lorain-75 shovel, a machine 
that marked the beginning of Thew’s 
present line of products. 

Nearly 23 years later, Thew intro- 
duced a rubber-tired, two-engine Lor- 
ain Moto-Crane, equipped with a 
Twin Disc Hydraulic PowerTake-off. 
Moto-Crane, said to be the world’s 
largest, weighs 65 tons and has a ca- 
pacity of 45 tons at a 12-foot radius. 
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Almost a quarter of a century ago, 
this Lorain-75—equipped with a 
Twin Dise Clutch—worked for 
Highway Construction Company, 
Inc., on public-road jobs. 


Today, this giant Lorain Moto- 
Crane—equipped with a Twin 
Disc 21-inch Hydraulic Coupling 
Power Take-Off Unit is operated 
by Jones and Laughlin Steel 
Corporation. 


For nearly a quarter of a century 
Twin Disc units have been used on 
heavy-duty equipment built by The 
Thew Shovel Company—one of 97 
leading manufacturers of material- 
handling and earth-moving equip- 
ment who find Twin Disc Clutches 
and Hydraulic Drives efficient units 
for power transmission. Twin Disc 
CLuTcH Company, Racine, Wis- 
consin (Hydraulic Division, Rock- 
ford, Illinois). 
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Special Report 


evenly enough to allow full use of those 
funds. Some States are far less equipped 
for an emergency than others. 
Massachusetts, for example, has only 
enough funds to pay 24 per cent of its 
insured workers the State’s average bene- 
fit of $22.85 a week for 23 weeks. Un- 
employment of that size is not now in- 
dicated. And not all who would lose 
their jobs would need—or be entitled to 
—checks for the maximum period. But 
these facts do show the situation for the 
least adequate of all State reserves. 
North Carolina, on the other hand, 
has enough funds on hand to pay off all 
its insured workers. It could, in other 
words, pay the State’s average benefit 
of $12 a week to every one of its insured 
workers for the States’ maximum of 16 
weeks. And then it still would have a 








FILING CLAIMS 
. .. @ question of reserves 


large part of its reserve intact. Four 
other States—Arizona, Montana, Missis- 
sippi and Kentucky—also could pay full 
unemployment benefits to all their insured 
workers without using all their funds. 

In between these extremes are many 
different levels of ability to deal with 
heavy unemployment. It is the industrial 
States with the biggest employment totals 
that, generally speaking, have the least 
adequate reserves. Yet it is these States 
that might be hit hardest in any sharp 
rise in unemployment. 

Out of this situation is growing a vari- 
ety of plans for changes in unemploy- 
ment insurance, changes that can mean 
bigger and easier benefits for more work- 
ers, and bigger pay-roll taxes. Some 
of these plans are likely to be adopted by 
Congress in 1949. 

At one end of the scale are proposals 
to set up a single federal system to replace 
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the present State programs. A_ single 
formula would be adopted, with benefits 
to be dipped out of a single national 
reserve fund. Wealthier States, thus, 
would help to carry the burden of the 
poorer ones. 

At the opposite end of the scale are 
plans to keep the State programs—with 
less federal control instead of more. 
Workers would share a part of the cost 
that now is borne entirely by employers. 

Major changes, in fact, probably are 
to be made this year in unemployment 
insurance, are to affect millions of 
workers and their employers. Any such 
changes are to be imposed upon the 
States by Congress through the levying 
of a tax penalty in all States that fail to 
accept the new standards set by Congress. 

Bigger pay checks for jobless work- 
ers will be provided if Mr. Truman has 
his way. And unemployment pay will be 
more nearly uniform among the States. 
Congress will be urged to require all 
States individually to set higher maxi- 
mums on the benefits they are willing to 
pay. A uniform maximum of $25 or $30 
is likely. 

Actually, the States have been raising 
their jobless-pay scales for vears. In 1937, 
unemployed workers in all but two States 
were held to a maximum pay check of 
$15 a week. Today, only Florida has that 
ceiling. Forty States-with 88 per cent 
of the total U.S. population—now have 
maximums of $20 or more, and 14 pay 
up to $25 a week or more. 

The average unemployment check has 
increased, too, from $10.56 a week in 
1940 to $15.90 in 1944, and to nearly 
$20 a week now. 

Longer periods of pay for workers 

who cannot find jobs are to be required 
of many States, if the Administration gets 
its way. Congress will be asked to re- 
quire all States to pay their unemployed 
workers for a maximum of 26 weeks, 
where workers remain jobless for that 
long. Already 38 States are paying -job- 
less workers for as long as 20 weeks. 
Seven pay as long as 25 or 26 weeks. 
* Easier requirements for workers ap- 
plying for unemployment pay are to be 
provided by States, too, on the basis of 
Administration demands. There may be 
less pressure on unemployed workers to 
take just any job that is offered. Instead, 
they would be encouraged to stay on the 
jobless roll till they find “suitable” em- 
ployment. In some States, at present, one 
out of every five workers claiming jobless 
pay is disqualified. Proposals that make 
it easier for a worker to get on the rolls 
and stay there are calculated to help pre- 
vent local labor markets from _ being 
glutted. 

At the same time, workers who apply 
for unemployment pay may be required 
to wait no longer than one week before 
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WE LIKE TO 
KEEP ACTIVE 
IN MAINE 


“Theearly settlers of this coun- 

try used real horse-sense when 

it came to getting work done. Those who didn’t do an honest 
= — + 





day’s work just didn’t eat. 

‘As I have watched things over the years, I have come to the 
conclusion that there is no substitute for hard work. Those 
who get the best things out of life are those who work for 
them and enjoy the work they are doing. 

“Take my work in the shoe factory . . . | have worked here 
for eighteen years and believe me I have really enjoyed every 
minute of it. Although I do only a small part of the work 
turned out on each shoe, I take a great deal of pride in the 
part I do. We all enjoy our work better because we turn out a 
good finished product. 

“One thing that helps in my work is my home life. Lown a 
little farm that keeps me busy nights, mornings and week- 
ends. I also enjoy hunting, have a good bird dog and when- 
ever I get time during hunting season, we’re off to the woods. 
¥es, Maine is a grand state in which to live, work and play.” 


Pow low 


Maurice Norton is typical of thousands of Maine workers 
who take pride in their work and really get the most out of 
life. Excellent manpower is only one of the many advan- 
tages you’ll find when you locate your plant in Maine. 
These include: easy access to the nation’s largest markets; 
many raw materials close by; pure processing water; year 
round production weather; excellent transportation; fair 
taxes, no State sales tax, no State income tax. 





If you are planning to move, 
expand or decentralize, it 
will pay you to investigate 
the industrial advantages of 
Maine. Write for free book- 
let, “Industrial Maine’’. 





MAINE DEVELOPMENT COMMISSION, 774 STATE HOUSE, AUGUSTA, MAINE 
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In November, 1925, The Thew Shovel 
Company installed aTwin Disc Clutch 
on its new Lorain-75 shovel, a machine 
that marked the beginning of Thew’s 


present line of products. 


Nearly 23 years later, Thew intro- 
duced a rubber-tired, two-engine Lor- 
ain Moto-Crane, equipped with a 
Twin Disc Hydraulic PowerTake-off. 
Moto-Crane, said to be the world’s 
largest, weighs 65 tons and has a ca- 
pacity of 45 tons at a 12-foot radius. 
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Almost a quarter of a century ago, 
this Lorain-75—equipped with a 
Twin Disc Clutch—worked for 
Highway Construction Company, 
Inc., on public-road jobs. 


Today, this giant Lorain Moto- 
Crane—equipped with a Twin 
Disc 21-inch Hydraulic Coupling 
Power Take-Off Unit is operated 
by Jones and Laughlin Steel 
Corporation. 


For nearly a quarter of a century 
Twin Disc units have been used on 
heavy-duty equipment built by The 
Thew Shovel Company—one of 97 
leading manufacturers of material- 
handling and earth-moving equip- 
ment who find Twin Disc Clutches 
and Hydraulic Drives efficient units 
for power transmission. Twin Disc 
CLUTCH Company, Racine, Wis- 
consin (Hydraulic Division, Rock- 


ford, Illinois). 
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evenly enough to allow full use of those 
funds. Some States are far less equipped 
for an emergency than others. 
Massachusetts, for example, has only 
enough funds to pay 24 per cent of its 
insured workers the State’s average bene- 
fit of $22.85 a week for 23 weeks. Un- 
employment of that size is not now in- 
dicated. And not all who would lose 
their jobs would need—or be entitled to 
—checks for the maximum period. But 
these facts do show the situation for the 
least adequate of all State reserves. 
North Carolina, on the other hand, 
has enough funds on hand to pay off all 
its insured workers. It could, in other 
words, pay the State’s average benefit 
of $12 a week to every one of its insured 
workers for the States’ maximum of 16 
weeks. And then it still would have a 
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large part of its reserve intact. Four 
other States—Arizona, Montana, Missis- 
sippi and Kentucky—also could pay full 
unemployment benefits to all their insured 
workers without using all their funds. 

In between these extremes are many 
different levels of ability to deal with 
heavy unemployment. It is the industrial 
States with the biggest employment totals 
that, generally speaking, have the least 
adequate reserves. Yet it is these States 
that might be hit hardest in any sharp 
rise in unemployment. 

Out of this situation is growing a vari- 
ety of plans for changes in unemploy- 
ment insurance, changes that can mean 
bigger and easier benefits for more work- 
ers, and bigger pay-roll taxes. Some 
of these plans are likely to be adopted by 
Congress in 1949. 

At one end of the scale are proposals 
to set up a single federal system to replace 
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the present State programs. A single 
formula would be adopted, with benefits 
to be dipped out of a single national 
reserve fund. Wealthier States, thus, 
would help to carry the burden of the 
poorer ones. 

At the opposite end of the scale are 
plans to keep the State programs—with 
less federal control instead of more. 
Workers would share: a part of the cost 
that now is borne entirely by employers. 

Major changes, in fact, probably are 
to be made this year in unemployment 
insurance, are to affect millions of 
workers and their employers. Any such 
changes are to be imposed upon the 
States by Congress through the levying 
of a tax penalty in all States that fail to 
accept the new standards set by Congress. 

Bigger pay checks for jobless work- 
ers will be provided if Mr. Truman has 
his way. And unemployment pay will be 
more nearly uniform among the States. 
Congress will be urged to require all 
States individually to set higher maxi- 
mums on the benefits they are willing to 
pay. A uniform maximum of $25 or $30 
is likely. 

Actually, the States have been raising 
their jobless-pay scales for vears. In 1937, 
unemployed workers in all but two States 
were held to a maximum pay check of 
$15 a week. Today, only Florida has that 
ceiling. Forty States—with 88 per cent 
of the total U.S. population—now have 
maximums of $20 or more, and 14 pay 
up to $25 a week or more. 

The average unemployment check has 
increased, too, from $10.56 a week in 


1940 to $15.90 in 1944, and to nearly 


$20 a week now. 

Longer periods of pay for workers 

who cannot find jobs are to be required 
of many States, if the Administration gets 
its way. Congress will be asked to re- 
quire all States to pay their unemployed 
workers for a maximum of 26 weeks, 
where workers remain jobless for that 
long. Already 38 States are paying job- 
less workers for as long as 20 weeks. 
Seven pay as long as 25 or 26 weeks. 
’ Easier requirements for workers ap- 
plying for unemployment pay are to be 
provided by States, too, on the basis of 
Administration demands. There may be 
less pressure on unemployed workers to 
take just any job that is offered. Instead, 
they would be encouraged to stay on the 
jobless roll till they find “suitable” em- 
ployment. In some States, at present, one 
out of every five workers claiming jobless 
pay is disqualified. Proposals that make 
it easier for a worker to get on the rolls 
and stay there are calculated to help pre- 
vent local labor markets from being 
glutted. 

At the same time, workers who apply 
for unemployment pay may be required 
to wait no longer than one week before 

















WE LIKE TO 
KEEP ACTIVE 
IN MAINE 


“The early settlers of this coun- 
try used real horse-sense when 
it came to getting work done. Those who didn’t do an honest 
day’s work just didn’t eat. ; 

“As I have watched things over the years, I have come to the 
conclusion that there is no substitute for hard work. Those 
who get the best things out of life are those who work for 
them and enjoy the work they are doing. 

“Take my work in the shoe factory . . . | have worked here 
for eighteen years and believe me I have really enjoyed every 
minute of it. Although I do only a small part of the work 
turned out on each shoe, I take a great deal of pride in the 
part I do. We all enjoy our work better because we turn out a 
good finished product. 

“One thing that helps in my work is my home life. I own a 
little farm that keeps me busy nights, mornings and week- 
ends. I also enjoy hunting, have a good bird dog and when- 
ever I get time during hunting season, we’re off to the woods. 
Yes, Maine is a grand state in which to live, work and play.” 
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Maurice Norton is typical of thousands of Maine workers 
who take pride in their work and really get the most out of 
life. Excellent manpower is only one of the many advan- 
tages you’ll find when you locate your plant in Maine. 
These include: easy access to the nation’s largest markets; 
many raw materials close by; pure processing water; year 
round production weather; excellent transportation; fair 
taxes, no State sales tax, no State income tax. 





If you are planning to move, 
expand or decentralize, it 
will pay you to investigate 
the industrial advantages of 
Maine. Write for free book- 
let, “Industrial Maine’’. 
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J. P. MORGAN & CO. 


INCORPORATED 
NEW YORK 


Condensed Statement of Condition December 31, 1948 


ASSETS 
Cash on Hand and Due from Banks......... 
United States Government Securities........ 
State and Municipal Bonds and Notes....... 
Stock of the Federal Reserve Bank........... 
Other Bonds and Securities (inclu ding Shares 
of Morgan Grenfell § Co. Limited and 


Morgan § Cie. Incorporated)...........+++ 
Loans and Bills Purchased. ............. e 
Accrued Interest, dccounts Receivable, etc... 
PT OM ice e oan he ete e SO 0e bee oboe “ 


Liability of Customers on Letters 
of Credit and Acceptances $9,730,938.23 


$187 304,813.75 
237 450,539.70 
12,093,141.47 
1,200,000.00 


12,405,194.92 
153,818 697.92 
1,839 864.85 
3,000,000.00 


9,536,594.17 





Less Prepayments ........4+ 194,344.06 
LIABILITIES 
PRRABES Dic srccwaise ces ox asa $529,709 299.02 


Official Checks Outstanding 13,596 903.33 
Accounts Payable, Reserve for Taxes, etc... 
Acceptances Outstanding and Letters of 
TT RE See ee ere eee 
(E07 GRE SRR Te SOR re Aer” 
NI Sa ol sates os isa a oo Sui Sion a leror tere reser 
LOE 2S a ee er 





$618 648 846.78 


$543,306 202.35 
6,198,830.87 


9 730,938.23 
20,000,000.00 
20,000,000.00 
19,412,875.33 

$618 648,846.78 


United States Government securities carried at $26,960,178.15 in the above 
statement are pledged to qualify for fiduciary powers, to secure 
public monies as required by law, and for other purposes. 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


























NATIONAL BANK AND TRUST COMPANY 


CONTINENTAL ILLINOIS 


OF CHICAGO 





Statement of Condition, December 31, 1948 





RESOURCES 











LIABILITIES 





Cash and Due from Banks............... $ 674,458,774.29 
United States Government Obligations.... 1,132,234,194.34 
Other Bonds and Securities.............. 68,027,926.90 
SMUMIAS MON MDIBCINIEIE oo 5. aos 5k i sales cele 458,734,635.66 
Stock in Federal Reserve Bank........... 4,500,000.00 
Customers’ Liability on Acceptances...... 1,922,284.48 
Income Accrued but Not Collected....... 6,650,180.56 
ee er 9,900,000.00 
£2,356,427,996.23 

SNES ian Sou Sade Chk ees. ee $2,159,926,637.03 
NIN 66d Seve wis Wide aiikiis bia d Tsai obese 1,954,426.48 
Reserve for Taxes, Interest, and Expenses. . 6,866,059.04 
Reserve for Contingencies............... 18,107,975.36 
Income Collected but Not Earned......... 520,284.04 
ON en rat Ee ee ; 60,000,000.00 
RMN Shits: ofa Nisie. vs'ehe sa sais Sig: e skis Bienen oe 90,000,000.00 
Ree CONES: 5 ooo oie ccc esd sees secs 19,052,614.28 
$2,356,427,996.23 








United States Government obligations carried at $225,309,978.34 are pledged to secure public 
and trust deposits and for other purposes as required or permitted by law 


Member Federal Deposit Insurance Corporation 
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getting a State pay check. In some States, 
workers now wait two weeks. 

Dependents’ allowances are another 
favor that Congress may provide for the 
unemployed. Four States and the District 
of Columbia already pay the unemploved 
worker an extra $3 or so a week for each 
of his dependents. Administration leaders 
want this practice to be universal. 

More workers are likely to be blan- 
keted into the unemployment-insurance 
system soon. As a minimum, Mr. Truman 
wants jobless-pay benefits for the 3,400,- 
000 employes of small retail stores and 
other firms with fewer than eight em- 
ployes. A few State programs already 
include these workers. About 1,700,000 
federal employes also stand to get the 
protection of unemployment insurance. 
And Congress is to consider extending 
the plan to 3,500,000 employes of State 
and local governments, 1,700,000 agri- 
cultural workers, 1,700,000 household 
employes and 1,000,000 workers in non- 
profit institutions. 

There are to be changes affecting em- 
ployers, too. Several hundred thousand 
proprietors of small concerns may soon 
start paying the tax on pay rolls. 

National system is not expected to 
get congressional approval in 1949. In- 
stead, States will continue to collect 
taxes to pay for their programs, will con- 
tinue to pay out the checks and run their 
individual systems. Employers still will 
be able to deal with State and _ local 
officials. 

Experience ratings, however, may be 
scrapped. This is the system by which 
all States levy a reduced pay-roll tax on 
employers who lay off:the fewest workers, 
or who have the fewest workers quitting 
for reasons blamed on the employer. 

Government officials claim that, under 
this system, States are encouraged to 
compete for the lowest pay-roll taxes in 
order to attract industry. Congress, thus, 
may allow each State to reduce its pay- 
roll tax uniformly on all firms, to base 
reductions on the need for funds instead 
of on employers’ records. With that plan, 
Congress would set a minimum for State 
rates, probably at the present average 
rate of 1.2 per cent. If that happens, pay- 
roll taxes in most periods will be below 
the standard 3 per cent rate, but higher 
than the 1 per cent or less that some 
employers pay today. 

Pay-roll taxes, moreover, will be 
higher in dollars and cents if Congress 
levies tax against first $4,800 of wages. 
Mr. Truman wants the base increased to 
that level from the present $3,000. 

Prospect, thus, is that a larger num- 
ber of workers will find it easier to get 
bigger unemployment checks. And more 
employers will help to pay a cost that 
is to increase along with these worker 
benefits. 
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ABOUT INSURANCE BILLIONS FOR VETERANS 


Millions of veterans are going to get 
special checks from the U.S. Govern- 
ment, probably during the second half 
of this year. This money will come in the 
form of an “insurance bonus,” or a refund 
of part of their payments on service in- 
surance. The amount that will be spread 
among veterans of World War II is esti- 
mated at from $1,500,000,000 to $2,000,- 
000,000, possibly more. 

Payment of this insurance dividend, 
covering a period of several weeks, will 
add to the buying power of veterans. The 
effect is expected to be inflationary, for 
awhile at least. For most of the veterans 
will take payment in cash. 

Refunds on service insurance premi- 
ums are made possible by the fact that 
there have been fewer deaths of policy- 
holders than anticipated. Thus, the in- 
surance risks were less than expected, 
resulting in overpayments on premiums. 
Furthermore, this insurance fund, which 
has been piling up for more than eight 
years, since 1940, has been drawing in- 
terest at the rate of 3 per cent. Payments 
to families of persons whose deaths re- 
sulted from battle or from other extra 
hazards of service did not come from this 
fund, but from special appropriations by 
Congress. 


Who is to get a check for overpay- 
ment on insurance premiums? 

Almost every veteran who took out a 

service insurance policy during or since 


the war will get a dividend. One require- - 


ment, however, is that he must have kept 
the policy in force at least three months. 


How much will payments be? 

This will vary widely. Largest checks may 
run up to 3300, or more. Smallest checks 
may be as little as 25 or 30 cents, for 
those who held policies only a short time. 
The average payment probably will be 
between $90 and $125. Amounts will de- 
pend upon the final size of the fund to be 
split up and other factors. 


How many will get checks? 

Around 16,000,000. About 20,000,000 
policies were issued under the National 
Service Life Insurance Program during 
and since the war, but some persons took 
out two or more policies. 


Will World War I veterans collect? 
No. Insurance for those who served in 
the First World War was handled under 
a different program. Also, their insurance 
is in a separate Government account, 
which has been paying dividends on a 
different scale for a number of years. 
The only veterans of 1917-18 who will 
get payments under this new program 
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are those who served in both wars and 
carried World War II insurance. 


Will present servicemen benefit? 
They will if they have national-service 
insurance and if their policies have been 
in effect long enough to earn dividends. 
Some will receive sizable checks. 


Must policies still be in effect to 
collect? 

No. The Veterans’ Administration plans 
to pay dividends to almost all of those 
who took out policies and held them 
long enough to qualify for payments. 
Largest payments usually will go to 
those who kept policies in force, in con- 
verted form, and who carry the maxi- 
mum of service insurance, $10,000. 


Must veterans apply for refunds? 
Yes. Latest plans of the Veterans’ Admin- 
istration call for formal applications from 
policyholders before dividends are paid. 
A simple application form is planned. It 
will provide for essential identification, 
such as name, serial number and a few 
other facts. The original tentative plan 
to mail checks to all policyholders is be- 
ing abandoned because so many veterans 
have moved and VA does not have their 
new addresses. Applications probably will 
be sent to regional offices of VA. 


Suppose a veteran has died? Who 
gets his check? 

Payments of dividends on policies of 
deceased veterans will be made to the 
beneficiaries under the policies. If no 
beneficiaries are living, payments usually 
will be made to the estates of the de- 
ceased veterans. 


When will payments start? 

The Veterans’ Administration plans to 
get the insurance-dividend checks mov- 
ing to veterans by the end of 1949. But 
some VA officials hope that payments 
can start by August. There is, however, 
a big amount of work to be done in 
checking 20,000,000 insurance cards, fig- 
uring the amounts due and mailing out 
checks. Much of this work is to be done 
on machines using punch cards. VA offi- 
cials estimate that the over-all cost of 
handling the dividend payment will be 
about $23,000,000, to pay for extra help, 
machines, paper supplies and other items. 


How long will it take to finish the 
job? 

Probably only a few weeks, after pay- 

ment gets under way. The plan is to 

hold all checks until the job of checking 

and auditing is completed. Then, the 

checks will be sent out in a flood. Most 


veterans probably will receive their pay- 
ments within two or three weeks after 
the start of payments, 


Can a veteran use his dividend to 

increase the value of his policy? 
Yes. A veteran can let VA keep the 
dividend. This would increase the final 
value of the policy, but the dividend 
would not draw interest. Dividends also 
can be used to pay future premiums on 
policies, 


Can payment be taken in bonds? 
Present plans do not call for issuance 
of any bonds to pay dividends. Veterans 
who wish to turn their dividends into 
Government bonds must buy them 
through regular channels. 


How is the amount of dividend to be 
figured? 
Each account must be checked to de- 
termine the amount of payment. Divi- 
dends will be based upon age of the 
policyholders amount of insurance, 
length of time the policy has been in 
force and the type of insurance involved. 
Also taken into consideration will be 
any lapses or reinstatements of a policy. 


Will there be further payments in 
future years? 

Yes. Policyholders are expected to be 
sent dividend checks on their insurance 
annually. Future payments, however, will 
not go to veterans who have allowed 
their policies to lapse. Also, dividends in 
years to come will not be as large as this, 
because they will be based upon only one 
year’s accumulation of premiums and in- 
terest, whereas the present accumulation 
covers more than eight years. 


Where is the fund now? 

The money is in the U.S. Treasury in a 
special trust fund, known as the National 
Service Life Insurance Fund. This money 
has been borrowed by the Treasury, 
which has issued 3 per cent notes for it. 
Payment of the insurance dividend will 
involve retirement of part of these notes 
by: the Government to provide the 
needed cash for the VA. 


The NSLI fund in the Treasury now has 
reached about $7,000,000,000. VA offi- 
cials must decide how much of. this 
should be kept toward future payments 
to insurance beneficiaries and for other 
claims. Whatever they decide can safely 
be spared, without weakening the posi- 
tion of the insurance fund, will be the 
amount set aside for dividends on service- 
insurance policies issued during and 
since World War II. 
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WHO’‘LL PAY 


Taxes are likely to rise in 
1949, but only moderately, not 
as much as Mr. Truman wants. 

Corporations probably will 
have to pay higher regular rates. 
Full graduation of rates is un- 
likely. So are excess-profits tax, 
penalties on undistributed profits. 

Higher taxes on individual in- 
comes, estates and gifts, are pos- 
sible, but not probable. 


Mr. Truman finds the Government's 
budget getting out of balance again. 
To make up the expected deficit, 
and to provide some leeway for 
debt reduction, he wants to raise 
taxes $4,000,000,000 a year. Con- 
gress is likely to vote some tax 
increases, but probably not as 
much as Mr. Truman wants. 

What to expect, judging by 
current thinking in Congress, is 
this: 

Corporations probably will be 
hit hardest by any tax increases 
that Congress votes in 1949. This 
may be the only field in which 
taxes are raised at all. 

Individuals, those with incomes 
above $5,000 a year, stand a 
chance of having to pay higher tax 
rates. This, however, is by no 
means a certainty. 

Estates and gifts are being ex- 
plored as another possibility. Any 
extra revenue from this source will 
be minor, whatever changes are 
made in the law. And Congress is 


not yet convinced that changes | ~% 


should be made. 

These are the sources that Mr. 
Truman wants to tap for more 
revenue. He thinks corporations should 
bear most of the added tax burden. 

On the side of tax relief, he proposes 
that some excises be reduced or re- 
pealed. However, Congress will not be 
in position to write off very much excise 
revenue. In particular, Mr. Truman 
urges that the tax on oleomargarine be 
lifted. This will be opposed by repre- 
sentatives of butter-producing States. 

The odds are against a new tax law of 
any kind before late spring. Congres- 
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Congress Is Aiming at Big Corporations 


sional leaders want to see how Treasury 
collections go in March, the big tax 
month. When the time comes, Congress 
will write its own ticket on taxes. There 
will be no rubber stamp for Mr. Tru- 
man’s ideas. It becomes important, there- 
fore, to examine the tax-raising plans 
that are being explored in Congress. 
Corporate taxes, definitely, get top 
billing on the 1949 tax schedule. Con- 
gress seems to agree that, if taxes must 
be raised, here is the place to start. The 
trouble arises over how to go about it. 
A rate increase of a few percentage 
points, without any basic change in the 
corporate tax system, appears to be the 
best bet. Corporate rates now begin at 
21 per cent and graduate up to 38 per 
cent for corporations with net profits 


A fully graduated rate on corporate 
earnings, similar to the system now used 
for individual earnings, is an idea to be 
watched. A clue to plans being discussed 
can be had by examining a bill offered 
by Representative Mike Monroney 
(Dem.), of Oklahoma. Under this plan, 
the corporate rate would begin at 10 per 
cent on the first $10,000 of net profit, 
and graduate upward to 50 per cent on 
profits above $2,000,000. 

Added revenue from such a graduated 
system would be only $1,408,000,000, 
because all corporations with net incomes 
under $900,000 would get a tax cut. At 
the top of the scale, corporations would 
find their taxes up 30 per cent or more. 

The idea of giving tax relief to little 
companies and getting high taxes out of 

big companies gives this plan some 
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political appeal. On the other side, 
the argument is that such a tax 
could be carried to extremes in 
penalizing success, that it would 
hurt small stockholders in big firms, 
and that it would favor big stock- 
holders in small but prosperous 
firms. This proposal probably will 
be rejected in the end, but much is 
to be heard from it. 

An excess-profits tax, too, has 
political appeal, and is sure to be- 
come a major issue when tax- 
writing time comes. A plan being 
urged by Representative John D. 
Dingell (Dem.), of Michigan, a 
member of the House Ways and 
Means Committee, shows what 
proponents of this type of corporate 
tax have in mind. 

Under the Dingell plan, corpora- 
tions would get a specific exemp- 
tion of $50,000 of net earnings. 
There would be an additional $50,- 
000 exemption for corporations 
formed since 1939. The tax base, 











‘TO THE HILLS, MEN!’ 


above $50,000. There is widespread 
talk of raising the top rate from 38 per 
cent to around 45 per cent. That would 
increase revenue by a little more than 
$2,000,000,000 a year, assuming profits 
remain at about present levels. 

Among others, Senator Walter F. 
George (Dem.), of Georgia, chairman of 
the Senate Finance Committee, favors 
a simple increase in corporate rates if 
new revenue must be raised. He will be 
influential in shaping 1949 tax policy. 


~Carlisle in New York Herald-Tribune 


above which the excess-profits tax 

would apply, would be 40 per 

cent higher than the base under the 
old wartime excess-profits tax. Rates 
would begin at 50 per cent, and graduate 
to 80 per cent. The top rate would apply 
to any corporation whose income subject 
to the tax is more than 75 per cent above 
the wartime tax base. 

This plan would hit fewer than 25,000 
of the 360,000 corporations filing in- 
come-tax returns, yet the additional 
revenue it would produce is estimated 
at $4,300,000,000 a year. 

Argument for this tax is that it would 


U. S. NEWS & WORLD REPORT 





GUC xi 


ile 














ns 


orate 
used 
0 be 
issed 
ered 
oney 
lan, 
) per 
rofit. 
t on 


ated 
000. 
mes 
. At 
vuld 
ore. 
ittle 
t of 
yme 
ide, 
tax 

in 
uld 
ms, 
ck- 
ous 
will 
h is 


has 
be- 
ax- 
ing 
D. 
a 
nd 
lat 
ate 


ra- 
ip- 
gs, 
(),- 
ns 
se, 
ax 
yer 
he 
tes 
ite 
sly 
ct 
ve 


0 








ee 

















r 
" 








THE NATIONAL CITY BANK 


OF NEW YORK 


Head Office * 55 WALL STREET + New York 





Condensed Statement of Condition as of December 31, 1948 


Including Domestic and Foreign Branches But Not Including The Affiliated City Bank Farmers Trust Company 








ASSETS 

Cash, Gold and Due from Banks............ $1,532,119,431 
United States Government Obligations. ..... 1,656,863 ,022 

(Direct or Fully Guaranteed) 
Obligations of Other Federal Agencies........ 20,800,544 
State and Municipal Securities............ 223,270,860 
EHO CORUEICION SS eo. oe ids 2S dls wheter 80,736,635 
Loansand Discounts. .<.. <<. 6c cee cnc ccevcdve 1,422,290,652 
Real Estate Loans and Securities............ 2,693,232 
Customers’ Liability for Acceptances......... 22,194,546 
Stock in Federal Reserve Bank.............. 7,500,000 
Ownership of International Banking Corpora- 

CE eae NEN aie Se SOS A sen aateeN 7,000,000 
i esis trad. of Mesende wasn 27,686,865 
Rp Ns yo) 6 ciclo es sine ornicde minveieae 1,581,831 


OEE Fcc we ces vad ddlsion dhcvaeswsne, eRIeTole 





LIABILITIES 


PP ROMIURE oh sree cS Sino Gute Ba eo onde $4,643 ,112,364 
Liability on Acceptances and Bills. . $34,594,396 
Less: Own Acceptances in Port- 

RO ee ee ee ses) sce ssc . eee 26,031,807 
Items in Transit with Branches.............. 12,647,857 
Reserves for: 

Unearned Discount and Other Unearned 
LOO Ra ee a ee 5,925,327 
Interest, Taxes, Other Accrued Expenses, etc. 21,006,274 
OOS Soar oF ioscc. svc wick wie meee awe 4,650,000 
EERE oe an cic sev cd doch ccs. s Be RAL DOUROUO 
LS ee 172,500,000 
Undivided Profits............... 41,363,989 291,363,989 


rT errr rrr rem er 


Figures of Foreign Branches are as of December 23, 1948. 
$272,043,209 of United States Government Obligations and $643,355 of 
other assets are deposited to secure $199,885,739 of Public and Trust Deposits 

and for other purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 


(dn Dollars Oniy— Cents Omitted ) 








DIRECTORS 


WM. GAGE BRADY, JR. 
Chairman of the Board 


W. RANDOLPH BURGESS 
Chairman of the Executive 
Committee 
HOWARD C. SHEPERD 
President 


. 

SOSTHENES BEHN 
Chairman, International 
Telephone and Telegraph 
Corporation 

CURTIS E. CALDER 
Chairman of the Board, Electric 
Bond and Share Company 

GUY CARY 
Shearman & Sterling & Wright 

EDWARD A. DEEDS 
Chairman of the Board, The 
National Cash Register 
Company 

CLEVELAND E. DODGE 
Vice-President, Phelps Dodge 
Corporation 

A. P. GIANNINI 
Founder-Chairman, Bank 
of America Nationa! Trust 
and Savings Association 


JOSEPH P. GRACE, JR. 
President, W. R. Grace & Co. 


JAMES R. HOBBINS 
President, Anaconda Copper 
Mining Company 

AMORY HOUGHTON 
Chairman of the Board, 
Corning Glass Works 

ROGER MILLIKEN 
President, Deering, Milliken & 
Co. Incorporated 


FREDERICK B. REN TSCHLER 
Chairman, United Aircraft 
Corporation 

GERARD SWOPE 
Honorary President, General 
Electric Company 

REGINALD B. TAYLOR 
Williamsville, New York 

ROBERT WINTHROP 
Robert Winthrop & Co. 
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FOR BUSINESS PROGRESS 













Business grows where busi- 
ness is. Investigate Tampa 
and the Great West Coast. . 
Florida’s most populous area 

. center of its industry . . 
source of most of its products. 
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FOR HOME AND PLAY 
Live permanently or part of 
the time under the bright 
West Coast Florida sun 
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be a big revenue producer, even though 
it would skim off only the top layer of 
profits. Against it is the argument that 
it would penalize middle-sized, growing 
businesses, often favoring bigger, better- 
established competitors of the very con- 
cerns that would be hit hardest. The 
excess-profits proposal appears to be 
losing ground in Congress, but it. still 
has considerable support. 

An undistributed-profits tax is being 
explored, but is not given much chance 
of enactment. Idea here is to induce 
corporations to pay out a higher portion 
of earnings in dividends to stockholders. 
Treasury gets a second tax bite at cor- 
porate profits paid to stockholders, as 
dividends are taxed as personal income. 

The real trouble with all these plans, 
so far as budget needs are concerned, is 
the long lag in corporate tax payments. 
If the tax increase were dated back to 
cover all profits earned after Jan. 1, 
1949, the first payment of the additional 
tax would not show up until March, 
1950. Even then, corporations would be 
required to pay only one fourth of the 
tax due on 1949 earnings. The remainder 
would be due quarterly thereafter. Thus, 
in the fiscal year 1950, ending June 30, 
1950, the Treasury could not expect to 
collect much more than half of any 
extra corporate taxes voted in the 
calendar year 1949. 

Individual taxes, under the pay-as- 
you-go system, are collected more 
promptly. Increases here would be a 
handier way to correct budget troubles 
in the fiscal year 1950. However, there 
is widespread opposition in Congress to 
the idea of taking away any of the 
personal tax cuts voted last April. Plans 
to increase individual rates, now under 
study, face a rough going over. 

If higher rates are voted, they prob- 
ably will hit only in the upper income 
brackets. The thing that bothers tax 
planners about this proposal is that, with 
only a moderate increase in rates, single 
persons in these brackets will have to 
pay more than they paid before the tax 
cut voted in 1948. They got only small 
reductions in taxes. The big cuts went to 
married persons, who won the right to 
split the family income between husband 
and wife for tax purposes. 

The Treasury is reported to be work- 
ing on a plan to raise rates in such a 
way that single persons will not be 
affected. Such increases would fall only 
on those who benefit from income split- 
ting. This scheme is sure to run into 
trouble in Congress, where many will 
resist the idea of undoing any of the 
advantages voted in 1948 for family tax- 
payers. 

Estate and gift taxes are being 
studied, but more with a view of plug- 
ging loopholes than raising revenue. At 








—Harris & Ewing 
REPRESENTATIVE DINGELL 
More tax for the top layer? 


best, this is a minor source of tax money. 

One proposal is. to merge estate and 
gift taxes into a single transfer tax, so 
that the advantage of transferring prop- 
erty to relatives before death would be 
removed, Another is to withdraw some 
advantages of married taxpayers. The 
1948 tax law, in effect, extended the 
community-property principle to gifts 
and estates as well as to family income. 

In the end, about the most to expect 
is new taxes to raise $2,000,000,000 to 
$3,000,000,000. At a time when a busi- 
ness downturn may be developing, Con- 
gress probably will want to take it easy 
on tax increases. Corporate taxes prob- 
ably will rise moderately. Tax increases 
in other fields look doubtful. 





REPRESENTATIVE MONRONEY _ 
Relief for the bottom layer? 
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> Second year of the European Recovery Program is to require nearly as deep 
a scoop out of the dollar till as the first year. What's more, getting Western 
Europe off the U.S. dole by mid-1952 looks more and more unlikely. 
That's the dark prospect to be presented to the new U.S. Congress. 
Bright hopes of 1948 that Western Europe could climb out of the red in four 
years now are fading. Realists in the ERP countries are admitting to themselves 
that at the end of the fourth year, even with all the breaks, they will need as 
much as $3,000,000,000 a year to make ends meet. 

Just what the final bill for recovery might come to, nobody knows for sure. 

A tidy set of four-year plans, a unified concept for West Europe's recovery 
by mid-1952, is an impossibility right now, the ERP countries claim. Instead, 
the Economic Co-operation Administration and Congress will be faced with a 
jumble of unrelated plans, fancy assumptions--and loose ends. 

Attention will be diverted instead to the more specific needs of the ERP 
countries for the year ending June 30, 1950--the second year of the program. 














>> Dollar cost of ERP in second year will be a bit smaller than in first. Cut 
of 10 per cent brings the expected outlay down to about $4,400,000,000. 

Food and tobacco buying by ERP countries will be down 3 per cent. 

Fuel buying will be off 7 per cent; farm machinery will be off 39 per cent. 

But industrial-machinery purchases will be up 13 per cent, to $937,000,000. 
Biggest items in this category will be oil equipment, steel-making machinery, 
heavy electrical equipment and coal-mining machinery--all to be bought in the U.S. 

Non-ferrous-metals buying will increase 11 per cent. Takings will be heav- 
iest in copper and aluminum. Steel buying will be a trifle smaller than now. 

Dollar needs may be understated. These estimates assume that ERP countries 
can boost their exports 18 per cent, that industrial production will rise 5 to 
10 per cent and that crops this year will be very good. Only if everything 
breaks right will ERP countries need fewer dollars in the second year. 

















>> Western Europeans believe that the U.S. Congress won't balk at the size of 
their dollar requests. However, there's growing concern in Western Europe about 
complaints of American businessmen. ERP is stepping on a lot of toes, it seems. 

General complaint is that tax dollars are being used to build up competi- 
tion for American exporters, importers, farmers, shipping men. 

Exporters, especially of textiles, complain about stiffer competition from 
ERP countries. This complaint is bound to get more vocal as European exporting 
countries push out into new markets and as Americans have more to sell. 





(over) 
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WORLD COMMERCE-INDUSTRY-- (Continued) 


Small exporters in the U.S. don't have much of a chance to sell to Western 
Europe under ERP. Big exporters are approached first. Big exporters have bet- 
ter contacts in Western Europe--the real point-of sale. 

Too much government-to-government buying, too little private buying, is an- 
other complaint against ERP. Private traders get to handle only about two 
thirds of the Marshall Plan trade. But their share will grow as more industrial 
goods are ordered and less food. 

Scarcities in the U.S., such as steel, are made scarcer by ERP. This com- 
plaint will be heard less often as Scarcities tend to vanish. Anyway, Western 
European countries claim their total imports from the U.S. have been siphoning 
off only about 2 per cent of total U.S. production of goods and services. 

Surpluses of U.S. farm products seem likely to cause trouble, too. If 
these get serious, American farmers may see the ERP countries as dumping grounds. 
Already it's possible to force the ERP countries to buy farm produce in the U.S. 
rather than from other sources. This could be serious for the Western European 
countries wanting to cut down on purchases in dollar areas. It also could be 
serious for supplying countries, such as Canada, now dependent on ERP buying. 

Overbuying by ERP countries also is alleged by American businessmen. For 
instance, wool, hides and skins are being bid up so high in world markets that 
American buyers are being squeezed out. ERP countries, such as Britain, France 
and Belgium, are said to be heavy buyers. But Russia is, too. 

Claim of overbuying raised a recent ruckus in aluminum and lead. American 
interests and the ECA indicated that Britain, the Netherlands and Belgium were 
buying more of these metals with ECA funds than they needed and then reselling 
large quantities of scrap aluminum and lead to the U.S. at fancy prices. The 
facts in this affair are not yet clear. 

Shipping men in the U.S. are raising a fuss, too. Administrator Paul Hoff- 
man would like to save money for the ERP countries by allowing them to uSe more 
of their own ships, fewer U.S. ships, for bulk cargoes. The American rates are 
higher. More subsidies for American shipping may be the way out. But -this would 
cut down dollar earnings of other maritime countries. QueStion raised in West- 
ern Europe is, does the U.S. believe in free trade and competition or not? 

Cumulative effect of all these complaints is what worries Western Europe. 

Hope is that too many strings won't be tied to dollar aid. New U.S. Con- 
gress will be hearing these complaints. Many will be rejected. But some may 
result in new restrictions on U.S. aid for the period through June, 1950. 

















>> Meanwhile, rumblings further off in the distance are being heard. 

Battle for export markets is only beginning. 

Four-year plans in Western Europe call for huge increases in exports. 

That presupposes big boosts in production, big supplies of raw materials, 
but, most important, ability to sell easily in other markets. 

Upsets in these plans will come about if everyone doesn't buy and buy, but 
especially if the U.S. does not buy heavily and at good prices. 

The U.S. must be the focal point of selling aims, since import restrictions 
most everywhere else raise problems for exporting countries. 

Dumping in the U.S. markets certainly will not bolster prices, already 
showing weakness. Receding demand in the U.S., likely in 1949 and 1950, would 
mean American firms would be looking overseas to expand sales. In short, it looks 
as if trade lanes are going to be pretty clogged and plans are going awry. 
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Provides high-speed 
merchandise service 
between New York and 
key mid-west cities. 





ED and gray Pacemaker cars streak overnight 
between New York and Buffalo. . 


Albany, Utica, Syracuse and Rochester on the 


serving 


way. At the Great Lakes, they fan out to many 
key mid-west markets and production centers. 
And wherever they go, they save a full business 
day on freight deliveries. 

To keep such high-speed merchandise service 


clicking takes more than easy-riding freight 


YORK 


















The Smooth Water Level Route 











NEW in New York Central. 









MORE MODERN MERCHANDISERS COMING! 
With Pacemaker popularity growing... 
more such services are planned for other 
cities . . . all part of the $300,000,000 








Dieseliners and a smooth Water Level Route. 
It takes, as well, an alert, experienced freight 
service organization. 

A helpful member of that organization, your 
nearest New York Central freight traffic repre- 
sentative, will gladly tell you how Pacemaker 
freight . . . with its co-ordinated pick-up and 
delivery trucks . . . can cut your distribution 


time and cost. Why not call him, today? 


CENTRAL 











1. If you re relocating or expanding your 
business, remember that about 50% of 
the U. S. population lives within 500 
miles of New York State. But what 
percentage of Canada’s population, 
too? ( )30% ( )50% 


( ) 10% 








a 


12.5% of all U. S. skilled labor is in 
N. Y. State, and 12.7% of all non-agri- 
cultural workers, with an excellent 
stay,on-job record. About what per- 
centage of all employees are women? 

()11% ()21% ()31% 


Aiswers: 


1. About 70%. 2. About 540,000 business firms. 
3. 907 miles. 4. 31% in September 1947. 5. 550 miles. 





2. 422 of the 446 U. S. industries are rep- 
resented in N. Y. State, so suppliers 
are nearby—important to consider on 
F.O.B. shipments. How many business 
firms, would you say, are located here? 
( ) 200,000 ( ) 460,000 ( ) 540,000 





FOREIGN TRADE 








sONDON 


OMBAY 


BRISTOL 


_ 


The complete facilities of the Port of 
New York are within 24-hour freight 
service from any point in New York 
State. How many miles of developed 
waterfront are there in this Port? 

( )50. (250. ( ): 550 

















3. By rail, highway, ship or air—no other 
state is better equipped to move your 
products. The Atlantic, Great Lakes 
and St. Lawrence are connected—by 
how many miles of N. Y. State inland 
waterways? ( )325 ()745 ( ) 907 





“WELCOMING COMMITTEE” 





6. We'll gladly furnish information on 
such matters as plant location, tech- 
nical service, marketing, foreign trade 
—to suit your particular needs. Write: 
Commissioner, Dept. of Commerce, 
Room U1, 112 State St., Albany 7, N.Y. 





JAN 
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The State of the Union 





MESSAGE OF THE PRESIDENT 


Mr. President, Mr. Speaker, members of the Congress: 


I am happy to report to this 81st Congress that the state 
of the union is good. Our nation is better able than ever be- 
fore to meet the needs of the American people, and to give 
them their fair chance in the pursuit of happiness, It is fore- 
most among the nations of the world in the search for 
peace. 

During the last sixteen years, the American people have 
been creating a society which offers new opportunities for 
every man to enjoy his share of the good things of life. 

In this society, we are conservative about the values and 
principles which we cherish; but we are forward-looking in 
protecting those values and principles and in extending their 
benefits, We have rejected the discredited theory that the for- 
tunes of the nation should be in the hands of a privileged few. 
We have abandoned the “trickle down” concept of national 
prosperity. Instead, we believe that our economic system 
should rest on a democratic foundation and that wealth 
should be created for the benefit of all. 

The recent election shows that the American people are in 
favor of this kind of society and want to go on improv- 
ing it. 

The American people have decided that poverty is just as 
wasteful and just as unnecessary as preventable disease. We 
have pledged our common resources to help one another in 
the hazards and struggles of individual life. We believe that no 
unfair prejudice or artificial distinction should bar any citizen 
of the United States from an education, or from good health, 
or from a job that he is capable of performing. 

The attainment of this kind of society demands the best ef- 
forts of every citizen, in every walk of life, and it imposes 
increasing responsibilities on the Government. 

The Government must work with industry, labor and the 
farmers in keeping our economy running at full speed. The 
Government must see that every American has a chance to ob- 
tain his fair share of our increasing abundance. These respon- 
sibilities go hand in hand. 

We cannot maintain prosperity unless we have a fair dis- 
tribution of opportunity and a widespread consumption of 
the products of our factories and farms. 

Our Government has undertaken to meet these responsi- 
bilities. 

We have made tremendous public investments in high- 
ways, hydroelectric power projects, soil conservation and rec- 
lamation. We have established a system of social security. 
We have enacted laws protecting the rights and the welfare 
of our working people and the income of our farmers. These 
federal policies have paid for themselves many times over. 
They have strengthened the material foundations of our demo- 
cratic ideals, Without them, our present prosperity would be 
impossible. 

Reinforced by these policies, our private enterprise system 
has reached new heights of production, Since the boom year 
of 1929, while our population has increased by only 20 per 
cent, our agricultural production has increased by 45 per cent, 
and our industrial production has increased by 75 per cent. 
We are turning out far more goods and more wealth per 
worker than we have ever done before. 

This progress has confounded the gloomy prophets—at home 
and abroad—who predicted the downfall of American capi- 
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talism, The people of the United States, going their own way, 
confident in their own powers, have achieved the greatest 
prosperity the world has even seen. 

But, great as our progress has been, we still have a long 
way to go, 

As we look around the country, many of our shortcomings 
stand out in bold relief. 

We are suffering from excessively high prices. 

Our production is still not large enough to satisfy our 
demands, 

Our minimum wages are far too low. 

Small business is losing ground to growing monopoly. 

Our farmers still face an uncertain future, And too many of 
them lack the benefits of our modern civilization. 

Some of our natural resources are still being wasted. 

We are acutely short of electric power, although the means 
for developing such power are abundant. 

Five million families are still living in slums and firetraps, 
Three million families share their homes with others, 

Our health is far behind the progress of medical science. 
Proper medical care is so expensive that it is out of reach of 
the great majority of our citizens. 

Our schools, in many localities, are utterly inadequate. 

Our democratic ideals are often thwarted by prejudice and 
intolerance. 

Each of these shortcomings is also an opportunity—an op- 
portunity for the Congress and the President to work for the 
good of the people. 

Our first great opportunity is to protect our economy against 
the evils of “boom and bust.” 

This objective cannot be attained by Government alone. 
Indeed, the greater part of the task must be performed by 
individual efforts under our system of free enterprise, We can 
keep our present prosperity, and increase it, only if free en- 
terprise and free government work together to that end. 

We cannot afford to float along carelessly on a postwar boom 
until it collapses, And it is not enough merely to prepare to 
weather a recession if it comes, Instead, government and 
business must work together constantly to achieve more and 
more jobs and more and more production—which mean more 
and more prosperity for all the people. 

The business cycle is man made; and men of good will, 
working together, can smooth it out. 

So far as business is concerned, it should plan for steady, 
vigorous expansion—seeking always to increase its output, 
lower its prices, and avoid the vices of monopoly and re- 
striction. So long as business does this, it will be contributing 
to continued prosperity, and it will have the help and en- 
couragement of the Government. 

The Employment Act of 1946 pledges the Government to 
use all its resources to promote maximum employment, pro- 
duction, and purchasing power, This means that the Govern- 
ment is firmly committed to protect business and the people 
against the dangers of recession and against the evils of in- 
flation, This means that the Government must adapt its plans 
and policies to meet changing circumstances, 

At the present time, our prosperity is threatened by in- 
flationary pressures at a number of critical points in our 
economy. The Government must be in a position to take 
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effective action at these danger spots. To that end, I 
following purposes: 

First, to continue the power to control consumer credit 
and enlarge the power to control bank credit. 

Second, to grant authority to regulate speculation on 
the commodity exchanges. 

Third, to continue export-control authority and to pro- 
vide adequate machinery for its enforcement. 

Fourth, to continue the priorities and allocation au- 
thority in the field of transportation, 

Fifth, to authorize priorities and allocations for key 
materials in short supply. 

Sixth, to extend and strengthen rent control. 

Seventh, to provide stand-by authority to impose price 
ceilings for scarce commodities which basically affect es- 
sential industrial production or the cost of living, and 
to limit unjustified wage adjustments which would force 
a break in an established price ceiling. 

Eighth, to authorize an immediate study of the ade- 
quacy of production facilities for materials in critically 
short supply, such as steel; and, if found necessary, to au- 
thorize Government loans for the expansion of pro- 
duction facilities to relieve such shortages, and fur- 
thermore to authorize the construction of such facili- 
ties directly if action by private industry fails to meet 
our needs. 

The Economic Report, which I shall submit to the Con- 
gress shortly, will discuss in detail the economic background 
for these recommendations, 

One of the most important factors in maintaining prosper- 
ity is the Government’s fiscal policy, At this time, it is essen- 
tial not only that the federal budget be balanced, but also 
that there be a substantial surplus to reduce inflationary pres- 
sures, and permit a sizable reduction in the national debt, 
which now stands at $252 billion. I recommend, therefore, 
that the Congress enact new tax legislation to bring in an 
additional $4 billion of Government revenue. This should 
come principally from additional corporate taxes. A portion 
should come from revised estate and gift taxes. Consideration 
should be given to raising personal income tax rates in the 
middle and upper brackets. 

If we want to keep our economy running in high gear, we 
must be sure that every group has the incentive to make its 
full contribution to the national welfare. At present, the work- 
ing men and women of the nation are unfairly discriminated 
against by a statute that abridges their rights, curtails their 
constructive efforts, and hampers our system of free col- 
lective bargaining. That statute is the Labor-Management 
Relations Act of 1947, sometimes called the Taft-Hartley 
Act. j 

That Act should be repealed. 

The Wagner Act should be re-enacted. However, certain 
improvements, which I recommended to the Congress two 
years ago, are needed, Jurisdictional strikes and unjustifiable 
secondary boycotts should be prohibited. The use of economic 
force to decide issues arising out of the interpretation of exist- 
ing contracts should be prevented, Without endangering our 
democratic freedoms, means should be provided for settling 
or preventing strikes in vital industries which affect the public 
interest, 

The Department of Labor should be rebuilt and strength- 
ened and those units properly belonging within that Depart- 
ment should be placed in it. 

The health of our economy and its maintenance at high 
levels further require that the minimum wage fixed by law 
should be raised to at least 75 cents an hour, 

If our free-enterprise economy is to be strong and healthy, 
we mst reinvigorate the forces of competition. We must 
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recommend that the Congress enact legislation for the 





assure small business the freedom and opportunity to grow 
and prosper. To this purpose, we should strengthen our anti- 
trust laws by closing those loopholes that permit monopolis- 
tic mergers and consolidations, 

Our national farm program should be improved—not only 
in the interest of the farmers, but for the lasting prosperity of 
the whole nation, Our goals should be abundant farm pro- 
duction and parity of income for agriculture, Standards of 
living on the farm should be just as good as anywhere else 
in the country, 

Farm price supports are an essential part of our program 
to achieve these ends, Price supports should be used to prevent 
farm price declines which are out of line with general price 
levels, to facilitate adjustments in production to consumer 
demands, and to promote good land use. Our price-support 
legislation must be adapted to these objectives. The authority 
of the Commodity Credit Corp. to provide adequate storage 
space for crops should be restored. 

Our program for farm prosperity should also seek to ex- 
pand the domestic market for agricultural products, particu- 
larly among low-income groups, and to increase and stabilize 
foreign markets, 

We should give special attention to extending modern con- 
veniences and services to our farms. Rural electrification 
should be pushed forward. And in considering legislation re- 
lating to housing, education, health and social security, spe- 
cial attention should be given to rural problems. 

Our growing population and the expansion of our economy 
depend upon the wise management of our land, water, forest 
and mineral wealth, In our present dynamic economy, the 
task of conservation is not to lock up our resources but to 
develop and improve them. Failure, today, to make the invest- 
ments which are necessary to support our progress in the fu- 
ture would be false economy, 

We must push forward with the development of our rivers 
for power, irrigation, navigation and flood control, We should 
apply the lessons of our Tennessee Valley experience to our 
other great river basins, 

I again recommend that action be taken by the Congress 
to approve the St. Lawrence Seaway and power project. 

This is about the fifth time I have recommended it. 

We must adopt a program for the planned use of the petro- 
leum reserves under the sea, which are—and must remain— 
vested in the Federal Government, We must extend our pro- 
grams of soil conservation. We must place our forests on a sus- 
tained yield basis, and encourage the development of new 
sources of vital minerals. 

In all this we must make sure that the benefits of these pub- 
lic undertakings are directly available to the people. Public 
power should be carried to consuming areas by public trans- 
mission lines where necessary to provide electricity at the 
lowest possible rates. Irrigation waters should serve family 
farms and not land speculators. 

The Government has still other opportunities—to help 
raise the standard of living of our citizens, These opportuni- 
ties lie in the fields of social security, health, education, hous- 
ing and civil rights. 

The present coverage of the Social Security laws is alto- 
gether inadequate, and benefit payments are too low, One 
third of our workers are not covered, Those who receive old- 
age and survivors’ insurance benefits receive an average pay- 
ment of only $25 a month. Many others who cannot work 
because they are physically disabled are left to the mercy 
of charity. We should expand our Social Security program, 
both as to size of benefits and extent of coverage, against 
the economic hazards due to unemployment, old age, sick- 
ness and disability. 

We must spare no effort to raise the general level of health 
in this country, In a nation as rich as ours, it is a shocking 
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fact that tens of millions lack adequate medical care. We 
are short of doctors, hospitals and nurses, We must rem- 
edy these shortages. Moreover, we need—and we must have 
without further delay—a system of prepaid medical insur- 
ance which will enable every American to afford good 
medical care, 

It is equally shocking that millions of our children are not 
receiving a good education. Millions of them are in over- 
crowded, obsolete buildings. We are short of teachers, be- 
cause teachers’ salaries are too low to attract new teachers 
or to hold the ones we have, All these school problems will 
become much more acute as a result of the tremendous in- 
crease in the enrollment in our elementary schools in the next 
few years, I cannot repeat too strongly my desire for prompt 
federal financial aid to the States to help them operate and 
maintain their school systems, 

The Governmental agency which now administers the pro- 
grams of health, education and social security should be 
given full departmental status. 

The housing shortage continues to be acute. As an imme- 
diate step, the Congress should enact the provisions for low- 
rent public housing, slum clearance, farm housing and hous- 
ing research which I have repeatedly recommended. The 
number of low-rent public-housing units provided for in the 
legislation should be increased to 1,000,000 units in the next 
seven years, Even this number of units will not begin to meet 
our need for new housing, 

Most of the houses we need will have to be built by private 
enterprise, without public subsidy, By producing too few ren- 
tal units and too large a proportion of high-priced houses, the 
building industry is rapidly pricing itself out of the market. 
Building costs must be lowered. 

The Government is now engaged in a campaign to induce 
all segments of the building industry to concentrate on the 
production of lower-priced housing. Additional legislation to 
encourage such housing will be submitted. 

The authority which I have requested, to allocate materials 
in short supply and to impose price ceilings on such materials, 
could be used, if found necessary, to channel more materials 
into homes large enough for family life at prices which wage 
earners can afford. 

The driving force behind our progress is our faith in our 
democratic institutions. That faith is embodied in the prom- 
ise of equal rights and equal opportunities which the founders 
of our republic proclaimed to their countrymen and to the 
whole world, 

The fulfillment of this promise is among the highest pur- 
poses of government. The civil-rights proposals I made to the 
80th Congress, I now repeat to the 81st Congress. They should 
be enacted in order that the Federal Government may assume 
the leadership and discharge the obligations clearly placed 
upon it by the Constitution, 

I stand squarely behind those proposals, 

Our domestic programs are the foundation of our foreign 
policy, The world today looks to us for leadership because we 
have so largely realized, within our borders, those benefits of 
democracy for which most of the peoples of the world are 
yearning. 

We are following a foreign policy which is the outward ex- 
pression of the democratic faith we profess, We are doing 
what we can to encourage free states and free peoples through- 
out the world, to aid the suffering and afflicted in foreign 
lands, and to strengthen democratic nations against aggression. 

The heart of our foreign policy is peace. We are support- 
ing a world organization to keep peace and a world economic 
policy to create prosperity for mankind, Our guiding star is 
the principle of international co-operation. To this concept 
we have made a national commitment as profound as any- 
thing in history. 
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To it we have pledged our resources and our honor. 

Until a system of world security is established upon which 
we can safely rely, we cannot escape the burden of creat. 
ing and maintaining armed forces sufficient to deter aggres. 
sion. We have made great progress in the last year in the 
effective organization of our armed forces, but further im- 
provements in our national security legislation are necessary, 
Universal training is essential to the security of the United 
States. 

During the course of this session I shall have occasion to ‘ask 
the Congress to consider several measures in the field of for- 
eign policy, At this time, I recommend that we restore the 
Reciprocal Trade Agreements Act to full effectiveness, and 
extend it for three years. We should also open our doors to 
displaced persons without unfair discrimination. 

It should be clear by now to all nations that we are not 
seeking to freeze the status quo. We have no intention of 
preserving the injustices of the past. We welcome the con- 
structive efforts being made by many nations to achieve a 
better life for their citizens. In the European Recovery Pro- 
gram, in our Good Neighbor policy and in the United Nations, 
we have begun to batter down those national walls which 
block the economic growth and the social advancement of the 
peoples of the world, 

We believe that if we hold resolutely to this course, the 
principle of international co-operation will eventually com- 
mand the approval even of those nations which are now seek- 
ing to weaken or subvert it. 

We stand at the opening of an era which can mean either 
great achievement or terrible catastrophe for ourselves and 
all mankind, 

The strength of our nation must continue to be used in the 
interest of all our people rather than a privileged few. It must 
continue to be used unselfishly in the struggle for world peace 
and the betterment of mankind the world over, 

This is the task before us. 

It is not an easy one, It has many complications, and there 
will be strong opposition from selfish interests. 

I hope for co-operation from farmers, from labor and from 
business. Every segment of our population and every in- 
dividual have a right to expect from our Government a fair 
deal. 

In 1945, when I came up before the Congress for the first 
time April 16, I quoted to you King Solomon’s prayer that he 
wanted wisdom and ability to govern his. people as_ they 
should be governed. I explained to you at that time that the 
task before me was one of the greatest in the history of 
the world and that it was necessary to have the complete 
co-operation of the Congress and the people of the United 
States. 

Well, now, we are taking a new start with the same situation. 
It is absolutely essential that your President have the complete 
co-operation of the Congress to carry out the great work that 
must be done to keep the peace in this world and to keep this 
country prosperous. 

They have a right to expect that the Congress and the Presi- 
dent will work in the closest co-operation with one objective— 
the welfare of the people of this nation as a whole. 

In the months ahead I know that I shall be able to co-oper- 
ate with this Congress. 

I am confident that the Divine Power which has guided us 
to this time of fateful responsibility and glorious opportunity 
will not desert us now. 

With that help from Almighty God which we have humbly 
acknowledged at every turning point in our national life, 
we shall be able to perform the great tasks which He now sets 
before us. 

Harry S, TRUMAN 
January 5, 1949, 
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THE ECONOMIC REPORT 


LETTER OF TRANSMITTAL 


THe Waite House 
Washington, D.C., January 7, 1949. 


The Honorable the PRESIDENT OF THE SENA'TE, 
The Honorable SPEAKER OF THE HOUSE OF REPRESENTATIVES. 


agencies. 


To the Congress of the United States: 


The people of the United States have just enjoyed another 
year of bountiful prosperity. This has enabled us further to 
strengthen our economy at home, and further to supplement 
the recovery of freedom-loving peoples elsewhere who seek 
lasting peace. 

The resourcefulness of American business, the skill of our 
labor force, and the productivity of our agriculture have lifted 
our standards of living beyond any prewar expectation. We 
have achieved these blessings through the happy combination 
of our free institutions, our system of private enterprise upon 
which we primarily rely for economic results, our vigorous 
Government, and the mutual respect and trust that we all hold 
for one another. My pledge to all elements in our economic 
system is that their Government will continue to steer a 
course guided by full recognition of these values. Toward this 
end, I ask of all the co-operation and confidence upon which 
our way of life depends. 

Let us all remember that our unparalleled prosperity has 
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The year just ended has tested the strength of our economy, 
and challenged our ability and willingness to act to protect 
our prosperity. When 1948 opened, the inflation which had 
attained threatening proportions in the preceding months was 
continuing unchecked. Prices were rising everywhere. They 
brought higher but uneasy profits to business firms. They 








squeezed the family budgets of workers, who in turn sought to 
press wages upward as the cost of living advanced. The rising 
spiral created more and more maladjustment among prices, 
wages, and other incomes. 

Early in 1948, a sharp break in grain prices spread concern 
throughout the economy. Commodity speculation, fed by a 
world demand of unprecedented magnitude and intensified 
by our own short corn crop, had carried the prices of wheat 
and corn to levels which could not be sustained. The market 
structure collapsed of its own weight. On February 13, the 
price of cash wheat was 25 per cent or 74 cents a bushel 
lower than it had been a month earlier. 
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Sirs: I am presenting herewith my Economic Report to the Congress, as re- 
quired under the Employment Act of 1946. 

In preparing this report, I have had the advice and assistance of the Council 
of Economic Advisers, members of the Cabinet, and heads of independent 


/ Together with this report, I am transmitting a report, the Annual Economic 
Review: January 1949, prepared for me by the Council of Economic Advisers in 
accordance with section 4 (c) (2) of the Employment Act of 1946. 


Respectfully, 


Harry S. TRUMAN 


. 
not been maintained by chance, and that we can lose it if we 
leave the future to chance. Courageous and positive action has 
contributed to our progress, and some of the most serious 
difficulties still confronting us exist because our thought and 
action have not been sufficiently clear and vigorous. 

As we work together in 1949 to combat the remaining 
dangers of postwar inflation, we should bear always in mind 
that our purpose is at the same time to build strong bulwarks 
against deflation and depression, and thus to consolidate our 
past gains and move forward to new levels of sustained pros- 
perity for all. 

This third annual Economic Report, under the Employment 
Act of 1946, affords not only the President but also the Con- 
gress and the whole country still another occasion to look to 
our current economic position, to draw courage from our prog- 
ress, and to benefit by our mistakes. Now is the time to formu- 
late and execute a practical program of immediate and long- 
range economic measures pointed toward stability and growth. 


ECONOMIC STRENGTH 


But this break did not set off a train of consequences similar 
to those which, following World War I, had turned the boom 
into a deflation of unusual depth and rapidity in 1920-22. 
In 1948, the decline of the speculative grain market did 
not bring unemployment, cutbacks in production, general 
unloading of inventories, or abandonment of plans for capital 
investment. Our economy showed strength sufficient to 
withstand shock of a kind which had ended earlier inflations 
with collapse. 

The reasons for this were not just that we were luckier in 
1948 than we had been in 1920. Affirmative national policies 
and greater caution in the business community combined with 
other developments to make the economy more shock-resist- 
ant. The farm price support program guaranteed that the 
collapse of grain prices would not go far enough to impover- 
ish the farmers, to curtail the farmers’ demand for the prod- 
ucts of industry, or to bring about a chain reaction of price 
breaks in other markets. As the price drop was localized, it 
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did not cause cancellation of the buying and investment plans 
of businessmen and consumers. 

Nor was the farm price support policy the only source 
of our strength. Our whole financial and banking structure 
was stronger and more resilient than in the early twenties. 
Our businessmen, having become better informed, were more 
prudent. Our working groups were better supplied with cur- 
rent income and accumulated savings. Our social security and 
related policies added to the feeling of stability. The Govern- 
ment had so employed a large budget surplus as to prevent 
the inflation from becoming as hectic as it otherwise would 
have been; and such policies served to moderate the extent 
of the reaction. This combination of private and Government 
action helped us to avoid serious trouble last year, although 
it was not effective enough to terminate the inflationary trend 
which was soon augmented by the defense program and by 
the reduction in taxes. Nor did we develop an adequate pro- 
tective program against hurtful deflation in the future. We 
must now look to an improved combination of basic private 
action and supplementary Government action to develop still 
better remedies and safeguards. 

Our escape from the danger of a general recession in the 
spring of 1948 does not mean that no further dangers will 
appear, or that we can wait until they descend upon us in 
full force before taking wise preventive measures. We have 
been granted a breathing spell, but we have not been granted 
lasting prosperity without further effort and vigilance. So 
long as the rising course of incomes and activity continues, 
there will be in operation many of the forces which have been 
responsible for the long-sustained advance of prices. There are 
a few sectors of our economy where dangerous inflationary 
forces continue to be predominant. For example, the short- 
ages of steel and electric power, and the steadily mounting 
costs of public-utility services, add further to the higher costs 
of production which up to now have been rather readily 
passed on to the consuming public. 

The recent appearance of wider areas in the economy 
where supply conditions have improved, where the pressure 
of demand has been reduced, and where price inflation has 
been halted or reversed, should be looked upon as a desirable 
development to be welcomed rather than feared. It marks 
the beginning of the process by which a more stable condi- 
tion can be reached after a long period of rising prices. But 
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these adjustments have not proceeded far enough to justify 
a cessation of concern about inflation. Besides, a sharp and 
uneven adjustment of prices downward may cause disloca- 
tions quite as serious as the sharp and uneven movement of 
prices upward. Since both factors may be at work in different 
parts of the economy at the same time or in rapid sequence, 
we need to have available a range of governmental measures 
which can be applied as brake or as accelerator according 
to the need. 

While the prosperity of the postwar years has been great, 
it has rested in considerable part on somewhat temporary 
factors which were the aftermath of war. In 1949, we are 
entering a period of harder tests. The momentum of war- 
created demand and war-created purchasing power has 
waned, and we must now rely more fully on currently gener- 
ated purchasing power to absorb a full output of goods and 
services. We must be more than ever on the alert, to make 
sure that withdrawal or lessening of temporary demand fac- 
tors is not accompanied by a reduction of productive activity 
and the mounting unemployment to which this would lead. 

I believe that prosperity can be continued and that, with 
proper action, the prospective volume of business investment, 
consumer spending, and governmental transactions should 
promote ample employment opportunities for the coming 
year. But many adjustments in price and income relations 
need to be made, and these must flow mainly from the wise 
action of the leaders in our enterprise economy. These leaders 
should draw sustaining confidence from the fact that it is the 
policy of the Government under the Employment Act of 1946 
to use all its resources to avoid depression and to maintain 
continuous prosperity. 

These favorable prospects will not be realized automatic- 
ally. The strength of our economy, the strength of our great 
nation, depends upon our capacity and willingness to adopt 
the salutary policies which are required by changing circum- 
stances and to put them into effect. 

In this Economic Report, drawing upon the more detailed 
information and analysis furnished to me by the Annual 
Economic Review of the Council of Economic Advisers 
(transmitted to the Congress herewith), I shall first cover 
the high points in the current and prospective economic 
situation, and then propose both policy guides and a program 
to deal with the situation as I evaluate it. 


HIGH POINTS IN THE ECONOMIC SITUATION 


Employment in 1948 ranged from 57 to nearly 62 million 
civilian workers and averaged more than 59 million. This 
included over a million workers who were added to the labor 
force. Unemployment remained at the low level of around 
2 million. 

Production for the economy as a whole was between 3 and 
4 per cent higher than in 1947. With bumper crops, agri- 
cultural output increased about 9 per cent. Industrial output 
increased 3 per cent, while employment in the service busi- 
nesses rose 3 per cent and in government 4 per cent. 

Prices ceased the broad upward movement which had 
persisted with few interruptions ever since the removal of 
price controls. The trends of prices became more irregular 
and more selective. Metals and metal products, building 
materials, fuel and lighting materials, and most durable 
goods moved upward, while some other groups weakened, 
with farm products leading the decline. Lower food prices 
brought the consumer price index down a little in the late 
months of the year, although other components of the index 
continued to rise throughout most of the year. 

This halt in the upward march of prices has been a welcome 
sign in the battle against inflation. I hope that it proves more 
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enduring than similar pauses during the past two years. But 
the sharply divergent movements of prices—both up and 
down—confront us with urgent problems of adjustment to 
sustain maximum employment and production throughout 
the economy. 

Wages went up during 1948, but there was considerable 
disparity in the increases obtained by workers in different 
lines. While some groups managed to keep ahead of rising 
living costs, others fell behind. 

Work stoppages in 1948 were at about the same level as 
in 1947. In most industries, settlements were obtained with- 
out prolonged negotiations or strikes. Nevertheless, consider- 
able loss of production resulted directly and indirectly from 
strikes, especially in coal mining and in East Coast and West 
Coast shipping and trucking. 

Profits in 1948 again surpassed all previous records and 
were rising throughout the year. Corporate profits after taxes 
amounted to about 21 billion dollars, contrasted with a record 
level of about 18 billion dollars in 1947. With sales booming, 
the ratio of profits to sales was again maintained at around 
5 per cent after taxes. As I pointed out a year ago, such 
profits are in excess of the levels needed to furnish incentives 
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and equity funds for industrial expansion and to promote 

sustained economic health, although some businesses have 

not thrived nearly so well as others. 

The supply of money and credit, which increased enor- 
mously during the war, continued to expand thereafter. 
During 1948, however, partly as a result of restrictive actions 
adopted by governmental authorities and voluntary restraints 
observed by banks, and partly because of a decline in the 
demand for short-term capital, the expansion of bank credit 
was substantially slowed. A large Government surplus used 
to retire bank-held debt, together with the slackened growth 
of credit, resulted in a slight decrease in the amount of 
privately held bank deposits and currency. While bank- 
loan expansion was less in 1948 than in 1947, this was in 
good part offset by increased lending by other financial 
institutions. 

Credit expansion has been an important element in the 
process of inflation. In the first months of 1948, it was offset 
by the large Treasury surplus. When that surplus disappeared, 
the Government did not have authority to take other action 
which would effectively restrain inflationary expansion of 
bank credit and at the same time assure the maintenance of 
an orderly market for the vast public debt. 

Consumer income in 1948 increased per capita about in 
proportion to the increase in consumer prices, which meant 
that consumers had no appreciable gain in real incomes de- 
spite an increase of 3 to 4 per cent in total national output. 
Income from most major sources was greater than in 1947. 
But in the latter half of 1948; income from farming fell rela- 
tive to the normal seasonal pattern and that from other unin- 
corporated businesses and from rents ceased to rise, while that 
from dividend payments increased sharply. Income distribu- 
tion is less unequal than it was in prewar years,. but this im- 
provement has probably been halted as a result of inflation 
and of changes in income taxes in 1948. 

Consumption expenditure went up less than income in 
1948. While personal saving increased, this was not reflected 
in the rate at which people accumulated liquid assets— 
currency and bank deposits, insurance policies, and securities. 

A larger proportion of savings was invested. in housing, unin- 
corporated businesses, and farms. 

Business investment continued at a high level throughout 
1948. Plant and equipment outlays by businesses other than 
farms totaled about 19 billion dollars, slightly above the level 
reached in the latter half of 1947, although with highér costs 
the physical volume of such investment was not quite main- 
tained. Expansion to catch up with postwar demands ap- 
peared to be nearing completion in some lines, but sub- 
stantial further increases in capacity are planned in a number 
of industries—chemicals, petroleum, metals, utilities, and 
transportation. Even where expansion goals have been met, 
modernization to reduce costs and improve products should 
continue to require substantial investment, though at a rate 
of growth lower than that of the past two years. 

Inventories of nonfarm businesses likewise continued to 
increase in value throughout the year, the increase amounting 
to about 7 billion dollars. Of this amount, 4 billion was 
accounted for by price increases. Restocking after wartime 
shortages appears to have been virtually completed except for 
metals and some building materials. 

Corporate financing of investment in plant and equip- 
ment, inventories, and customer credit required 26 billion 
dollars in 1948, 2 billion less than in 1947, but that part of 
new investment which went into plant and equipment in- 
creased. Of the total, 65 per cent was internally financed. For 
the part externally financed, bonds were a more important 
source, and bank loans and stock issues less important sources, 
than in 1947. While stock-market financing has been less 
important during the postwar years than in the late 1920s, 
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this has been offset by greater retained earnings so that 
equity-debt ratios are generally more favorable now than in 
the last two decades. 

The housing supply was increased by well over a million 
residential units during 1948. But since last May the number 
of new housing starts has been falling off rapidly. This does 
not mean that the housing shortage has been overcome. 
Rather it means, as I have pointed out in previous reports, 
that the construction industry has been pricing itself out 
of the market for all but expensive homes. A continued 
decline in home building would constitute a threat, not 
only to the improvement of living standards for millions 
of low-income families who are still inadequately housed, 
but also to the maintenance of maximum employment over 
the years. 

The housing shortage is one that calls for prompt and bold 
action by Government and by industry—action by Govern- 
ment that will produce low-rent public housing, slum clear- 
ance, and rural housing for families of low incomes; action 
by industry to reduce costs so that decent homes can be 
built at prices that wage earners with moderate incomes can 
afford. 

The major portion of the housing job must be done by 
private industry. Here the bottleneck is cost. At this time of 
national stock-taking I urge all elements of the building in- 
dustry substantially to lower costs so that housing production 
may reach new record levels. The present decline in housing 
starts points up the danger that inflated building costs can 
bring down upon the industry. If housing costs are lowered 
and the consumer gets better value, builders will be able 
to continue to build in volume and the building industry need 
not fear a continued downward trend. 

Municipalities can perform a major role in reducing costs 
by modernizing their obsolete building codes, which add to 
costs unnecessarily. 

The surplus of exports of goods and services in 1948 was 
substantially less than in 1947, being 6 billion dollars com- 
pared with 11 billion. This reflected in part an increase in 
imports, a necessary development for placing our international 
transactions on a sustainable basis. It reflected even more 
a decrease in exports, because foreign purchasers lacked 
dollars with which to buy from us, and because of increased 
supplies of needed goods produced abroad. The impact of 
this decline has been selective. Foreign countries have con- 
tinued to buy products which they consider essential, like 
wheat, petroleum, agricultural and industrial machinery, and 
chemicals. Other items have been cut very drastically. 

As shipments under the European Recovery Program con- 
tinue to expand, some increase in the level of exports can be 
anticipated. For certain products, especially those for which 
the domestic market is tight, countries are being authorized 
to use European Recovery Program funds for purchases out- 
side the United States. This will not reduce total export 
demand, since the sellers of such goods will generally spend 
here the dollars they receive. However, the expansion of 
exports under this program will, it is hoped, be offset in part 
by further increases in imports. 

Government fiscal transactions were again a strong anti- 
inflationary factor in the early part of 1948, due to the excess 
of receipts over expenditures. But this factor declined sub- 
stantially during the year. Federal receipts from the public 
exceeded cash payments by about 6 billion dollars in the 
calendar year 1947. Measured after adjustment for seasonal 
factors, the excess ran at an annual rate of 12.5 billion dollars 
in the first half of 1948, and only at a rate of 4 billion 
dollars in the second half. One of the main supports of an 
anti-inflation policy is a large Treasury surplus. As a result of 
the tax reduction of last year and the necessary increase in 
Government expenditures, this powerful weapon is not now 
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available. Tax receipts, it is true, have been rising but this 
has been largely due to the inflationary rise in incomes, 
profits, and pay rolls. This inflationary rise, in turn, was 
aggravated by the effects of the tax reduction. Rising ex- 
penditures of State and local governments are expected to 
add to deficits in 1949, and these deficits increased the 
general inflationary pressure. 

In the Nation’‘s Economic Budget, retained earnings of 
business and business investments showed the largest per- 
centage increase from 1947 to 1948. Among the other com- 
ponents, consumer incomes and expenditures increased less, 
government payments rose only moderately, and net foreign 
investment declined substantially. Expectations of continued 
inflation have added to the incentives for business investment, 
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while the price rise has acted as a brake on the demand of 
consumers with relatively fixed incomes. The proportion of 
consumer expenditures in the total national product has never 
been lower in any peacetime year for which statistics are 
available. This is not an immediate problem so long as the 
sum of government expenditures, business expenditures, and 
net foreign investment is still rising. It could become a critical 
problem as these other factors begin to turn down or even 
to assume a declining relative importance in a constantly 
growing total economy. This situation calls for a vigorous 
anti-inflation program now, while at the same time we must 
pursue those policies of adjustment and expansion which will 
be needed to promote balanced economic growth over the 
years. 


GUIDES TO ECONOMIC POLICY 


As we turn from consideration of the facts of our economic 
situation to a program of action, there are several broad prin- 
ciples which I believe should guide us. These principles should 
help us to keep clearly in mind where we want to go and how 
certain roads rather than others are the surest and quickest 
way of getting there. 

First. We should remember that the goal we seek is the 
greatest prosperity for the whole country and not the special 
gain of any particular group. That is why the Employment 
Act of 1946 calls upon the President to present an economic 
program aimed at continuous “maximum employment, pro- 
duction, and purchasing power.” I firmly believe that this goal 
is attainable. 

Maximum employment for 1949 means that nearly 1 mil- 
lion additional job opportunities should be provided for the 
growing labor force. Maximum production means that our 
increased labor force and modernized plant should strive for 
a 3 to 4 per cent increase in total output. Maximum purchas- 
ing power means that the sum total of market demand by 
government, business and consumers, domestic and foreign, 
should be proportionate to our productive capacity. It must 
not be more or we shall suffer inflation. It must not be less or 
we shall suffer unemployment and under-utilization of our 
resources. 

Second. We should think and work with a reasonably long 
look ahead, not keeping our eyes just on the problems of the 
moment. Our immediate tasks must be placed in the perspec- 
tive of our long-range national objectives. While we must 
deal promptly with the problem of inflation, we must not un- 
duly hold back undertakings that are needed to preserve and 
develop our employment opportunities and our productivity 
in later years. Policies needed to develop our resources and 
to prevent depression in the long run must be reconciled 
with policies needed to curb inflation in the short run. 

We must pursue affirmative programs for housing and 
health, for education and resource development. Yet the fight 
against inflation prevents us from undertaking these long- 
range programs with the speed and on a scale that would 
otherwise be desirable. In the recommendations made in 
this Economic Report and in the Budget which will be 
transmitted to the Congress in a few days, I have sought to 
reconcile these objectives in a way that strikes the- safest 
balance. 

Third. In order to have a yardstick for appraising strength 
and weaknesses in our economy and the adequacy of Gov- 
ernment programs, we need concrete objectives for economic 
growth, and particularly standards for a better balance be- 
tween production and consumption, income and investment, 
and prices, profits, and wages which will be conducive to 
sustained economic progress. In the Annual Economic Review 
of the Council of Economic Advisers, transmitted herewith, 
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there is a detailed treatment of our growth possibilities over 
the next few years. This shows how our employment, our 
output, and our standards of living can rise if we encourage 
and place major reliance upon our free-enterprise system, 
conserve and develop our natural and human resources, retain 
our faith in responsible Government, and do not relax our 
efforts. 

This study by the Council of Economic Advisers shows 
that action is now needed on the long-range programs which 
I set forth in the concluding section of this Economic report. 

Fourth. We are dedicated to the principle that economic 
stability and economic justice are compatible ends. The fact 
that our total purchasing power is now at record levels cannot 
blind us to the equally important fact that the incomes of 
many people have not risen apace with the cost of living 
and that they have become the victims of inflation. A pros- 
perity that is too uneven in the distribution of its fruits 
cannot last. 

Fifth. We must fulfill the requirements of our essential 
programs—national defense, international reconstruction, and 
domestic improvements and welfare—even if doing so may 
require the temporary exercise of selective controls in our 
economy. We want the greatest amount of economic freedom 
that is consistent with the security and welfare of the people; 
but we do not want to sacrifice that security and welfare 
because of narrow and selfish concepts as to the acceptable 
limits of Government action. If we could have the amount of 
national defense .that we need, make the contribution to 
international reconstruction to which we are committed, 
and at the same time maintain and expand our standards of 
living now and in the future without any kind of selective 
controls over the economy, that would be most highly desir- 
able. And it is possible that we may not, in fact, be forced to 
use such controls. But we would rather have these relatively 
unpleasant restrictions on our freedom of action for a while 
than imperil our security or allow our human and material 
resources to deteriorate. 

Sixth. The vigorous commitment by the Government to an 
anti-inflation policy should not obscure the fact that the 
Government is equally committed to an anti-depression policy. 
In fact, curbing inflation is the first step toward preventing 
depression. And in times like the present, when the economic 
situation has mixed elements, the Government needs both 
anti-inflationary weapons and anti-deflationary weapons so 
that it will be ready for either contingency. It may even be 
necessary to employ both types of measures concurrently in 
some combination, for some prices or incomes could rise too 
rapidly while others could be falling dangerously. The same 
dictates of prudent policy which call for higher taxes in a 
period of inflation would call for tax adjustments designed to 
counteract any serious recessionary movement. 
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LEGISLATIVE RECOMMENDATIONS 


With these principles as a guide, I turn now to the recom- 
mendations which I am presenting to a new Congress invested 
by the American people with enormous responsibility for their 
welfare and security. We are pledged to prompt action when 
needed. We must not wait to act only in the eleventh hour 
of crisis. Moderate measures, taken in time, can save us from 
drastic action later on. 


1. POLICIES TO COMBAT INFLATION AND TO PROMOTE 
PRODUCTION IN CERTAIN INDUSTRIES 


Fiscal policy 

It is essential to sound fiscal policy to have a budget surplus 
now. This is our most effective weapon against inflation. It 
will enable us to reduce our debt now; it would be much more 
difficult to do so in less prosperous times. 

I recommend legislation to increase the Government reve- 
nue from taxation by 4 billion dollars a year. The principal 
source of additional revenue should be additional taxes upon 
corporate profits, which can be applied without unduly in- 
terfering with prospects for continued business expansion 
and with assurance that profits, after taxes and dividends, 
will be sufficient for investments and contingencies. 

Another source of additional revenue should be the tax 
upon estates and gifts. The already small yield from this tax 
was reduced by one third by the Revenue Act of 1948. 
Careful study should also be directed to the increase of 
rates of individual income taxes in the upper and middle 
brackets. Some additional excise taxes may be desirable, 
but some excise taxes, particularly on oleomargarine, should 
be repealed. 

I also recommend an increase in social-security contribu- 
tions under existing and extended social-insurance programs. 
This would exert an anti-inflation effect in addition to that 
of the 4-billion-dollar increase in taxes which I have recom- 
mended above. 

The national tax policy should be flexible and should be 
promptly adjusted to the changing needs of business and 
consumers in the course of evolving economic events. 

Increased taxation is only one of the means by which we 
can accumulate a budget surplus. The other is a careful 
limitation of federal expenditures. It is essential that our 
fiscal policy under present circumstances contemplate not 
only a surplus of revenues over expenditures, but also a 
surplus achieved at the lowest level of expenditures which is 
consistent with our needs. The implications of this policy 
requirement will be discussed at length in my Budget 
Message. : 

Debt management 

The public debt will continue to be managed in a manner 
that will make a maximum contribution to the stability of the 
economy. An important factor in this program will continue 
to be the maintenance of stability in the Government bond 
market. 

Such stability in the Government bond market has been 
a most significant element in the smooth reconversion from 
a wartime economy to a civilian peacetime economy. It con- 
tributes to the underlying strength of the financial structure 
of the country. It engenders business confidence. It has made 
it easier for business and industry to obtain the capital funds 
necessary for their reconversion and expansion projects. 

The stability of the Government bond market was main- 
tained throughout 1948 by the joint effort of the Treasury 
Department and the Federal Reserve System. Despite the 
necessity for market support at times during the year, there 
was only moderate increase in the total Government security 
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holdings of the System as a result of the support program. 
There were occasions, however, when the bond price support 
policy proved its value in stabilizing the market and the need 
for continuance of the policy was demonstrated. 

Only during the last few years have we had experience in 
dealing with the problems of managing a public debt of the 
size the country now bears. The policy of supporting the 
price of long-term Government bonds at the 2% per cent yield 
level has been eminently successful. 

Through its vigorous promotion of savings-bond sales 
during the year, the Treasury has placed a large volume of 
bonds in the hands of individuals, who have thereby aided in 
the battle against inflation by adding to their savings. The 
most gratifying aspect of this situation is that the amount of 
Series E bonds outstanding was brought to the new high 
level of 32 billion dollars, and that this was accomplished 
with the co-operation of the banks of the country, thousands 
of business firms and their employes, and an army of patriotic 
volunteer workers. 

Credit policy 

On previous occasions I have recommended that adequate 
means be provided in order that monetary authorities may at 
all times be in a position to carry out their traditional function 
of exerting effective restraint upon excessive credit expansion 
in an inflationary period and conversely of easing credit con- 
ditions in a time of deflationary- pressures. The temporary 
authority to increase reserve requirements of member banks 
of the Federal Reserve System, granted by the Congress last 
August, will expire on June 30, 1949. The expiration of this 
authority without further action of the Congress would auto- 
matically release a substantial volume of bank reserves irre- 
spective of credit needs at the time. The Congress should 
promptly provide continuing authority to the Board of 
Governors of the Federal Reserve System to require banks to 
hold supplemental reserves up to the limits requested last 
August, 10 per cent against demand deposits and 4 per cent 
against time deposits. This authority to the Board of Gover- 
nors should not be confined to member banks of the Federal 
Reserve System but should be applicable to all banks insured 
by the Federal Deposit Insurance Corp. 

Authority for the regulation of consumer installment 
credit, which likewise expires under present law on June 30, 
1949, should be continued in order to exert a stabilizing in- 
fluence on the economy. 

Promotion of supply and production 

There are shortages of supply ‘in certain critical areas 
which are so serious as to impede maximum production in an 
expanding economy and to limit programs related to national 
security. 

I recommend immediate legislation to deal with this prob- 
lem of capacity and supply. It should impose upon the Gov- 
ernment the specific responsibility and provide the funds to 
make careful surveys of future supply needs and productive 
capacity. It should further require that these specific studies 
be correlated with the general requirements of an economy 
operating at maximum employment, production, and purchas- 
ing power. To the extent that facts reveal the need, it should 
provide additional authority to deal more effectively with in- 
adequacy of capacity and supply. 

Allocation powers 

In my Economic Report of last year, I stressed the need 
for the supplementation of voluntary action with mandatory 

controls over key materials in short supply. The need for 
mandatory controls still exists. I propose the temporary exten- 
sion of the law under which voluntary agreements are now 
permitted. However, there is grave danger that the problems 
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of acute shortage cannot be adequately met by voluntary 
agreements. I therefore recommend that the use of mandatory 
allocation powers be authorized so that they may be employed 
on a selective basis without delay where they prove to be 
needed. 

I also recommend that the Congress continue the priorities 
and allocation authority in the field of railroad transportation. 
Selective price and related wage controls 

I recommend that selective price-control authority should 
promptly be made available to the Government. My reasons 
for this have repeatedly been set before the Congress and 
the country. I have not earlier and do not now propose general 
or over-all price control of the wartime variety. But we are 
still in a situation where the prices of certain critical materials 
or commodities of vital industrial or consumer importance are 
moving upward for the third consecutive year or longer. 
Sharp rises in the prices of essential products may be harmful 
to the economy even when the general price level is fairly 
stable. Further, we cannot be certain that another upsurge 
of general inflation will not reappear this year under the 
composite pressures which are at work throughout the 
economy. 

Legislation to authorize selective price control should 
encourage voluntary adjustments without the actual imposi- 
tion of price control. It is in this spirit that I would ad- 
minister the authority. But I am firmly convinced that such 
voluntary efforts, which have been tried with partial but 
insufficient results since the middle of 1946, cannot meet the 
problem unless the Government possesses the authority to act 
firmly. With such authority available, however, its actual 
application might not be required. It should be supplemented 
with a provision permitting the Government to order the 
withholding of price advances for a reasonable period while 
public inquiry into their justification is being made. 

In my message to the special session of the Congress in 
July, 1948, I said: “Where the Government imposes a price 
ceiling, wage adjustments which can be absorbed within the 
price ceiling should not be interfered with by the Govern- 
ment. The Government should have the authority, however, 
to limit wage adjustments which would force a break in a 
price ceiling, except where wage adjustments are essential 
to remedy hardship, to correct inequities, or to prevent an 
actual lowering of living standards.” I then stated my belief, 
which I still firmly hold, that wage increases based upon 
productivity and designed to provide a rising standard of 
living embody the American way. The facts show some cur- 
rent situations where noninflationary wage increases can be 
granted by employers without price increases. I firmly believe 
that the normal processes of collective bargaining will result 
in sound wage adjustments without the actual application of 
any governmental authority related to wages if business and 
Government make genuine efforts to hold down excessive 
prices and profits and to reduce the cost of living. 

Rent control 

The present housing shortage makes it necessary to con- 
tinue rent control for at least two years, and to strengthen its 

enforcement. I recommend that this be done. 

Ewen if the most optimistic interpretation is placed upon the 
slight reduction in the cost of living in recent months, it would 
be unwise to lift living costs again by rent increases even 
larger than the moderate ones taking place under the present 
system of control. Such a course would inflict further hard- 
ship upon the families who have already been the prime vic- 
tims of inflation, and would make it harder to exercise modera- 
tion in wage demands. 

Export controls 

In view of the large volume of exports required to carry 
out our program of aiding economic reconstruction abroad, 
it is essential that those exports be controlled, both to minimize 
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their adverse impact on the domestic economy and to make 
them most fully conformable to our foreign policies. I there- 
fore recommend that the existing powers of control over 
exports be extended, and that the machinery for enforcement 
be strengthened. 
Commodity exchanges 

Excessive speculation in grains, cotton and other agricul- 
tural commodities results in wide and harmful fluctuations in 
prices. The experience in the fall of 1947, and in the winter 
and spring of 1948, demonstrated the need for more effective 
governmental supervision over speculative trading on the 
commodity exchanges. I recommend that the Congress grant 
more specific and more adequate authority to prevent exces- 
sive speculation or the manipulation of prices. 


2. POLICIES TO PROTECT THE VICTIMS 
OF INFLATION 


While we are fighting further inflation, we should recog- 
nize that severe hardship has already been imposed on those 
whose incomes have lagged far behind the increase in the 
cost of living. Whatever is feasible to alleviate this hardship 
— be accomplished without delay. I recommend specifi- 
cally: 


That the benefits under the old-age and survivors’ 
insurance be substantially increased in order to bring 
them in line with the increase in the cost of living; 

That the coverage of the Fair Labor Standards Act 
be broadened and the minimum wage increased from 
the present 40 cents an hour—a figure determined in 
1938—to at least 75 cents an hour. It should be permis- 
sible to provide higher minima by tripartite action of 
employers, unions and the Government on an industry 
basis; 

That the public assistance program for relief be im- 
proved to meet the basic human needs of the less 
fortunate. 


The housing program which I recommend will make a 
start toward providing decent housing for those whose low 
incomes confine them to slums in these days of grossly inflated 
housing prices. 


3. POLICIES TO PROMOTE BALANCED 
ECONOMIC GROWTH 


While alleviating the hardships of inflation and overcoming 
maladjustments which threaten our future prosperity, we 
must continue to develop our resources for healthy growth. 
We should press forward at once with some programs of high 
priority needed now to conserve and increase the strength of 
our nation. In addition, we should be prepared with fully 
formulated plans for others. We cannot accept the dangerous 
idea that inflation’s end will automatically bring about a 
period of stable prosperity. The continuing need for prudence 
in Government expenditures must not be translated into false 
economy. 

Natural resources 

The Federal Government has an important role in the 
development of our natural resources which is essential to 
the achievement of programs to relieve shortages which 
threaten economic development. These shortages include 
many of our most essential minerals and metals, our energy 
resources, especially electric power and oil, and some 
chemicals and fertilizers. 

Present shortages of electric power in many areas are not 
temporary; our long-range needs require enormous expansion 
of existing capacity. It is essential that public power programs 
be expanded this year, even where this requires use of scarce 
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materials for construction of dams and generators. Such ex- 
pansion should include the construction of transmission lines 
where needed. A start on the St. Lawrence River waterway 
and power project should be made immediately. The programs 
in the important river basins should be examined’ and prompt 
action taken where needed to provide improved co-ordinated 
development plans. 

Agriculture 

With certain abnormal postwar demands for farm products 
diminishing, problems of adjustment to longer-range condi- 
tions are becoming more pressing. We need to fit a prosperous 
and equitably treated agriculture consistently into an economy 
seeking to operate continuously at maximum levels of em- 
ployment, production and purchasing power. 

We must make sure that our long-range price-support 
legislation moves toward the goal of farm living standards 
comparable to those of the rest of the population. We need 
farm production even more abundant than we have yet at- 

tained to supply the industrial and consumer needs of a full- 
employment economy. But at the same time, we need meas- 
ures to encourage shifts in the composition of farm output 
realistically adjusted to our domestic and export needs. We 
should supplement such measures with others, including the 
provision of adequate storage facilities, the improvements of 
distribution and adequate credit facilities. 

Even with farm production and national income at their 
present high levels, many families lack adequate diets. We 
should assure maintenance in the future of a level of con- 
sumption consistent with real food needs. This will help to 
stabilize domestic markets for farm products. 

To stabilize foreign markets, consuitations are already 
under way toward preparing a new International Wheat 
Agreement. 

I urge the Congress to re-examine existing and proposed 
farm legislation in the light of all these objectives. 
International economic relations 

The European Recovery Program is designed to further 
world recovery and reconstruction. It must be continued. Its 
success will facilitate a return to reasonable freedom of world 
trade. The proposed Charter of the International Trade Or- 
ganization, which was signed by 54 nations last year, lays 
the foundation for this return. 

The present inadequate authority. for the conclusion of 
reciprocal trade agreements expires June 30, 1949. I urge 
that immediate action be taken to restore the Trade Agree- 
ments Act to full effectiveness and to extend it for three years. 
Housing 

The steady decline in new housing starts since last May 
adds fresh evidence of the need for housing legislation. I 
again recommend immediate passage of the unenacted por- 
tions of the comprehensive housing bill; and the need has 
now become so great that its meager quota of 500,000 units 
of low-rent housing over five years should be increased to 
provide for 1,000,000 units within seven years. 

If we are to achieve levels of housing production adequate 
to our needs, construction materials in the necessary volume 
must be available continuously and in balanced proportions. 
If it proves necessary, I shall not hesitate to use the allocation 
authority, which I have requested, to channel such materials 
into home building. 

Urban redevelopment and community facilities 

The comprehensive housing bill includes substantial federal 
aid to the States and localities to enable them to make more 
rapid progress in clearing slums and in assembling land for 
balanced redevelopment. Such action can be taken now with- 
out adding significantly to inflationary pressures, and it is an 
essential basis for future progress. 

While the Annual Economic Review of the Council of 
Economic Advisers this year does not deal at length with 
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programs, such as education, health and social security, which 
are directed toward the improvement of our human resources, 
my Economic Report last January stressed the intimate con- 
nection between the conservation and improvement of these 
resources and the prosperity and productivity of our economy. 
The Council this year firmly reiterates this principle. 

Because the programs flowing from this analysis have not 
yet been authorized, I submit the following recommendations. 
Education 

The crisis facing education must be met, and the basis for 
the continued improvement of our system of education made 
firm. Only with federal resources can we meet adequately the 
increased cost imposed by expanding enrollments and the 
general rise in expenditures for maintenance and operation. 
I recommend that a federal program for aid to elementary 
and secondary education be initiated. We should make plans 
whereby the opportunities for higher education would be 
expanded through co-operation between the Federal Govern- 
ment and the public agencies and private institutions, includ- 
ing a system of general scholarships and fellowships. And a 
study should be initiated to determine authoritatively our 
national needs for educational facilities and the most feasible 
methods of providing them. 

Health 

The high percentage of rejections under the military 
recruitment programs has provided striking evidence of the 
unsatisfactory state of the nation’s health. National health 
insurance is the only workable way to assure that all individ- 
uals have access to the medical care they need. I recommend 
the enactment of such a program this year. Federal grants in 
support of hospital construction are an indispensable support 
to such a program. We also need to augment the number of 
doctors, dentists and nurses in order to overcome the present 
serious national shortage of medical personnel. 

Old-age, disability and unemployment insurance 

Millions of workers are excluded from the benefits of our 
old-age and unemployment insurance systems. Such exclusion 
denies to individuals protection to which they are entitled by 
every consideration of equity. I urge that the coverage of 
these systems be widened this year and the benefits made 
more adequate. 

Few of our workers enjoy systematic protection against loss 
of income through temporary or permanent disability. We 
should inaugurate a system of insurance against such loss. 

I have included in this Economic Report only those legisla- 
tive recommendations which have large significance for main- 
taining maximum employment, production and_ purchasing 
power and which require the immediate attention of the 
Congress. There are a number of other important projects on 
which we should make further progress this year. Our conser- 
vation practices in many areas require improvement, includ- 
ing the regulation of timber cutting, the protection of public 
range lands and the development of our tidelands oil resources. 
We should press forward with our programs of basic research 
and exploration. We should seek continually to encourage 
the bargaining of labor and management along lines most 
consistent with national progress and stability. 

This is a period in which our ability to master our affairs 
in our own way will be rigorously tested. Abundant resources 
and rapidly advancing technology are both a blessing and a 
responsibility. Our strength lies, however, less in these re- 
sources themselves than in our will to use them effectively. 
This task requires adapting our private and Government 
institutions to changing circumstances. 

We are committed to working out our economic problems 
in a way that combines economic and social progress with 
democratic self-responsibility. This is the spirit in which the 
Employment Act of 1946 was conceived and in which we shall 
attempt to live up to its high purpose. 
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Joun D. CLarxk 


I. ECONOMIC TRENDS DURING 1948 


THE COURSE OF EMPLOYMENT AND PRODUCTION 


Employment 

High levels of employment were characteristic of 1948. 
Job opportunities were ample not only for the large labor 
force with which we started the year, but also for more than 
a million additions during the year. This large expansion 
consisted in part of veterans who completed their education, 
and also in part of a relatively large number of women seek- 
ing work because of the pressure of high living costs on 
family budgets. 

Total civilian employment established a record annual 
level of 59.4 million, fluctuating seasonally between a winter 
low of 57.1 million in January and February to a summer 
high of 61.6 million in July. Continuing a long-term trend, 
average agricultural employment declined slightly. Total 
unemployment hovered in the vicinity of 2 million, being 
somewhat higher during the first half of the year and some- 
what lower during the fall months, but increasing a bit during 
- the closing weeks of the year. 

While the firm demand for labor was felt in almost all 
major lines of activity, there was considerable variation in 
particular areas and industries. Although jobs in manufactur- 
ing increased by about half a million, a number of consumers’ 
goods industries, such as textiles, electrical appliances, and 
shoes, showed some layoffs and reduced the hours of some 
of their workers. Consequently, while average weekly hours 
remained essentially unchanged in most major industrial 
groups, a number of revisions downward and few upward 
meant that the average hours of work per employed person 
for the economy as a whole were just below the level of 1947. 

Nonetheless, due to the rise in number of workers, the 
total hours of work performed were greater in 1948 than in 
1947. 

Production 

With record numbers employed at only slightly “reduced 
weekly hours, the economy produced 4 per cent more goods 
and utilities in 1948 than in 1947. This was about in line with 
the goal set in the January 1948 Economic Report. All major 
categories showed noticeable increases except transportation, 
which was close to its 1947 level. Highest gains were made 
by the electric and gas utilities, where output rose 11 per 
cent, and by the construction industry where the volume of 
new construction was 14 per cent higher. 
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Total agricultural output increased 9 per cent, thanks to 
bumper crops. But total supplies of food currently available 
to the consumer were somewhat smaller than in 1947. The 
large crops of corn and other feeds will be reflected in food 
supplies only as an expanding volume of livestock products 
begins to come to market this summer and fall. 

Industrial production (manufacturing and mining) in 1948 
was 3 per cent higher than in the previous year. After reach- 
ing a postwar peak in the early part of the year, it dropped 
during the spring and summer but by fali was back to its 
peak levels. In November, iron and steel production reached 
a new all-time high, about 3 per cent above its wartime top. 
Most other major industries registered gains for the year, with 
a lower physical output only in the leather, alcoholic bever- 
ages, tobacco, and rubber industries. 

For services (trade, finance, and Government), quantita- 
tive measurement of output is difficult. Roughly measured by 
the volume of employment, the year’s total activity in trade 
increased by about 3 per cent, in finance and service by 2 
per cent, and in government by 4 per cent. 

With the output of goods up 4 per cent, and with employ- 
ment in services up somewhat less, it appears that the total 
output of goods and services together increased between 3 
and 4 per cent in 1948. 


PRICES, WAGES, AND PROFITS 
Prices 

The pattern of price changes during 1948 was far more 
uneven than at any time since the end of price control. In the 
18 months between mid-1946 and December 1947, prices 
rose steadily, except for one brief pause in the second quar- 
ter of 1947, but the rate of advance slowed down during the 
latter part of the period. 

In the field of wholesale prices, a sharp break in farm 
prices occurred in the first quarter of 1948, while industrial 
prices on the average remained relatively steady. Then, under 
the impact of the stepped-up defense program, the authoriza- 
tion of the European Recovery Program, tax reductions, and 
numerous wage increases, prices began a new upward surge, 
which reached its peak in August. Thereafter, due to bounti- 
ful crops, farm and wholesale food prices declined, while the 
industrial price index has reflected declines in textiles, hides 
and leather, lumber, and chemicals, largely offset by con- 
tinued increases in the prices of metals and metal products. 
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By the end of the year, the average of wholesale prices was 

just below the level of December, 1947, and 4 per cent below 
August, 1948. Measured by the same periods, wholesale 
prices of farm products declined 10 and 7 per cent, and 
wholesale food prices 5 and 10 per cent. On the other hand, 
industrial prices by the end of the year averaged more than 
5 per cent above December, 1947, and were practically un- 
changed from August, 1948, with important divergent trends 
among groups of commodities. Hides and leather products, 
textile products, and chemicals and allied products were lower 
than in December, 1947; while fuel and lighting materials, 
metals and metal products, housefurnishings, and building 
materials were substantially higher. 

The continuance of inflationary pressures was particularly 
significant in metals and metal products. The prices of lead 
and zinc showed striking increases, lead rising more than 40 
per cent and zinc more than 60 per cent during 1948. High 
investment and automobile demand, plus the growing impact 
of the defense program, stockpiling, and foreign aid main- 
tained pressure on available supply. This was true even 
though many types of consumers’ durable and light equip- 
ment were in increasingly easy supply. The supply-demand 
relationship of the basic metals and many metal products is 
still unsatisfactory. 

Consumers’ prices as a whole declined during the first 
quarter of 1948, recovered and rose to an all-time peak in 
August, and since then have shown a slight reduction. By 
November they were 3 per cent higher than in December, 
1947, and more than 1 per cent lower than in August, 1948. 
Preliminary reports for December indicate that there were 
some further slight declines in consumer prices. As in the 
case of wholesale prices, there have been divergent trends, 
with food moving downward and other groups moving up- 
ward since late summer. Further, retail food prices have not 
fully reflected the decline in wholesale food costs, nor have 
declines in the wholesale prices of textile products been 
accompanied by a significant similar movement in regular 
retail clothing prices. In part, this has undoubtedly been due 
to the customary lag between a fall in material costs and a 
fall in retail prices of consumer products; but in part also to 
the pricing policy which business follows under the influence 
of a high national income. 

There are a number of factors explaining the uneven 
pattern of price trends in 1948. In the case of farm products, 
the improvement in crops has altered materially the supply- 
demand relationships at least for the current crop year. We 
have not vet, however, witnessed any major improvement 
in the supply of livestock products, even though prices of 
these products have declined from their 1948 peaks. 

In many fields there has been a disappearance of the war- 
created backlog demand and a major improvement in the 
supply position, notably in most consumer goods. There has 
been some drop in inventory buying. The availability of a 
much greater variety of products has resulted in increasing 
competition for the consumers’ dollar. The markets for mate- 
rials have, however, been more sensitive in responding to this 
changed situation than the wholesale and retail markets for 
finished products, although at the year’s end retail clearance 
sales have become very widespread. 

Viewing the range of wholesale and retail price develop- 
ments since August in terms of inflationary pressures, caution 
seems necessary on several grounds. First of all, it is too 
early to derive assurance from the slight downward movement 
in the cost of living. Twice before since the end of the war, 
in the second quarter of 1947 and the first quarter of 1948, 
wholesale and retail prices behaved in approximately the 
same manner as described above. Yet on each of these pre- 
vious occasions there emerged new factors which generated 
a fresh wave of price increases. 
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WHOLESALE PRICES 


Wholesole price trends were more divergent in 1948 than 
during the previous 2 years. Farm, food,and many other prices 
ended the year below their levels of a year ago; many others 
ended the year considerably higher 
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CHART 3 


Caution is required also in appraising the significance of 
the divergent trends in recent price developments. The differ- 
ences in the direction of price movements reflect in part 
changes in the relationship between supply and demand, but 
they also reflect the fact that different parts of the economy 
do not respond with equal sensitivity to changes in this 
relationship. Price responsiveness to the shifting of demand 
leaves unanswered the question whether the falling off in 
demand at one place in the market is a healthy reaction to the 
satisfaction of accumulated needs or an unhealthy reaction to 
a growing discrepancy between continuing need and declin- 
ing ability to buy. In short, we are moving into a period 
where much more highly selective efforts will be needed to 
achieve workable price relationships for the maintenance of 
economic stability. Analysis shedding light upon this para- 
mount problem is developed in other sections of this report. 
Wages and labor relations 

When 1948 opened, most union workers and sizable groups 
of nonunion workers had received two postwar wage in- 
creases, and some had received three or more. But these 
increases, in many instances, had been more than offset by 
rising living costs during the previous two years. 

The price drop in the commodity markets early in 1948 
changed the wage outlook. A widespread hope was raised 
that food prices might be reduced, and that there would not 
be further increases in industrial prices. Under these circum- 
stances, the major electrical companies maintained a strong 
stand against wage increases. The United States Steel Corp. 


70 


— es 


rejected proposals for a substantial increase and moderately 
reduced the prices of finished steel products, following 
previous price increases. A number of major automobile 
companies opposed wage increases, and negotiations in some 
other branches of industry were suspended. 

Very quickly, however, the uncertainty engendered by 
the price break in the commodity markets was overcome, 
Price declines in these markets had not spread, and in fact 
these markets had partially recovered. The announcement of 
an expanded defense program in late March added new 
impetus to inflationary forces. Tax reduction created the ex. 
pectation of added billions of dollars in the spending stream, 
Living costs resumed their rise, and it appeared that the pass. 
ing on of wage increases in higher prices leading to even 
higher profits would continue to be feasible. With profit 
prospects good so long as strikes could be avoided, the stage 
was set by late May for further wage increases. 

Since then, the contracts that have come up for renewal 
and renegotiation have in most cases been peaceably settled. 
The increases have varied widely from industry to industry. 
Although they have ranged from only a negligible increase 
to as much as 35 cents an hour, a large proportion have been 
in the neighborhood of 10 cents, which represented an aver- 
age increase of about 8 per cent. Generally, such settlements 
have tended to reflect the rise in the cost of living during the 
life of the prior contract. It is estimated that the annual rate 
of wage and salary payments by the end of the year was 
7 to 8 billion dollars above the level that would have pre- 
vailed without the rate increases. About one half of this 
amount was actually realized by workers during the year. 
In addition to the increases in wages, there was some enlarge- 
ment of fringe benefits such as health and welfare funds, paid 
holidays, and paid vacations. 

After adjusting for price increases, there was no significant 
change in the average weekly earnings of workers in manu- 
facturing industries during the year. This does not mean, 
however, that no workers were either better off or worse off 
at the end of the year. Some have suffered declines in their 
real earnings, while others have succeeded in keeping ahead 
of rising living costs. But those who negotiated wage in- 
creases early have seen much of their gains subsequently dis- 
sipated by increases in the cost of living. Prices in manufac- 
turing industry increased, in general, more than the increase 
in costs, including wages, during the year. In some cases wage 
increases forced prices up..In other instances they served as 
an excuse for raising prices unnecessarily, thus resulting in 
even wider profit margins. 

The instances where wage settlements were reached only 
after prolonged negotiations and strikes were somewhat fewer 
in 1948 than in 1947. Yet they were of some significance. In 
the March-May period, several major strikes (affecting coal 
mining, meat packing, and one large automobile company), 
together with numerous smaller strikes, caused considerable 
loss of time. Since June, the month-by-month losses directly 
caused by strikes have not been more than about one third 
of one per cent of estimated available working time. A few 
major stoppages have had sizable indirect effects—including 


those in East and West Coast shipping and in trucking in 


New York. 

While most work stoppages involved wage issues, there 
were a number that stemmed from other considerations, The 
strike of West Coast longshoremen, for example, was at least 
made more difficult of solution because of the hiring-hall and 
communist-affidavit issues. Some other stoppages arose from 
grievances not associated with wage questions. 

Profits 

The achievement of new peak records in production and 
sales, coupled with higher prices for manufactured goods, 
led to a new peak record in the dollar volume of profits. 
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Corporate profits, before taxes, rose from 30 billion dollars in 
1947 to an estimated 34 billion in 1948; after taxes, corporate 
rofits rose from about 18 billion dollars in 1947 to an esti- 
mated 21 billion in 1948. In the third quarter of 1948 corpo- 
rate profits were at the rate of 35 billion dollars before taxes 
and 22 billion after taxes. The net income of unincorporated 
business and the professions rose from 24 billion dollars to 
96 billion, and net farm income, allowing for the large increase 
in farmers’ stocks of corn and other crops, rose from almost 
16 billion dollars to about 18 billion. 

Corporate profits after taxes in 1948 represented over 5 
per cent on sales and about 10 per cent on net worth, com- 
pared with about 5 per cent on sales and about 9.5 per cent on 
net worth in 1947. Since the return on sales applied to a 
higher price level than in 1947, net dollar margins per unit 
of goods sold have increased. Thus during two years of peak 
and growing production there has been little change in over- 
all profit ratios, and an enlarging physical volume of sales has 
resulted in enlarged profits, rather than in lower profits per 
unit of goods sold in an expanding market. 

There has been much discussion as to whether the volume 
of reported profits overstates the actual position of business. 
This point was recognized in the January, 1948, Economic 
Report, which said: “In appraising profit trends, allowance 
should be made for the fact that business, like every other 
group, finds that the purchasing power of money has declined 
considerably, To maintain the same physical volume of in- 
ventories requires large additional amounts of capital funds. 
Furthermore, replacement costs have risen substantially, while 
profits are usually calculated by basing depreciation allow- 
ances on original costs rather than replacement costs. Al- 
though a portion of the large profits earned during 1947 
merely compensated for changes in prices, profits on the 
whole were above the levels necessary to furnish incentives 
and funds tor the expansion of business and to promote the 
sustained health of the economy.” 

How applicable is that judgment one year later? A review 
of the profit situation shows that corporate profits after taxes 
in 1948 were 15 per cent higher than in 1947. On the other 
hand, the total corporate requirements for new capital funds 
were 7 per cent lower in 1948 than in 1947 because of a 
considerable decline in the requirements for new working 
capital. The rate of investment in plant and equipment was 
only slightly higher in 1948 than in the second half of 1947, 
while there was an increase in corporate allowances for 
depreciation. In particular, the need of corporations for 
additional funds to maintain the same physical volume of 
inventories amounted, at an annual rate, to only 1.5 billion 
dollars in the fourth quarter of 1948 compared with 3.3 
billion dollars for 1948 as a whole and 5.1 billion dollars for 
1947. In the light of these developments, the conclusion 
reached last vear is still valid. 

The foregoing comment should not mask the fact that 
widely varying profit situations and trends exist, and that 
any proposed policies on the part of business, labor, and 
government should take account of these variations. The 
over-all ratios of profits to sales and net worth have declined 
somewhat for a number of the nondurable-goods industries, 
while the metal industries have shown increases. And -the 
smallest manufacturing corporations, with assets of $250,000 

or less, are reporting average profit ratios well below their 
1947 levels, while the largest manufacturing corporations, 
with assets above $100,000,000, are running well ahead. The 
intermediate groups are showing profit ratios somewhat below 
their 1947 levels. 


MONEY AND CREDIT 
The very large wartime expansion of the public debt led 
to a great enlargement of the money supply and of the buying 
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power of the people. The inflationary result of this situation 
was aggravated after the end of the war by the increase of 
bank credit, which reached dangerous proportions in the last 
half of 1947. 

For the year 1948 as a whole, however, there was no further 
net increase in the money supply. During the first half, pri- 
vately held deposits and currency outside the banks fell by 
more than 4 billion dollars, largely because of the sizable 
Treasury surplus in the first quarter. In the second half of the 
year, the money supply again expanded, but much less than 
in the same period of 1947. A gold inflow of 1.5 billion dollars 
in 1948 added to the money supply about equally in both the 
first and second half years. The expansion of bank loans pro- 
ceeded throughout the year, but at a lower rate than in 1947. 

The major part of this slackening, as Table 1 shows, 
occurred in loans to commercial and industrial concerns. 
With slower rises in prices, wages and material costs, and 
with inventory shortages fairly well made up, less additional 
working capital was required than in previous years. Bank 
real estate loans also slowed up markedly. The important 
factor here was not a lower demand for mortgage credit, but 
a greater reluctance of banks to lend on an inflated housing 
market. Also, many banks were reaching the maximum amount 
of real estate loans they wished to carry, as a matter of policy, 
or were legally permitted to carry. 

The demand for long-term funds continued strong through- 
out the year, and though the rate of expansion of long-term 
bank loans declined, this was in good part offset by increased 
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Table 1.—Monetary expansion 
(Billions of dollars) 
Change from ————_—_—__,, 
Jan. 1 to July 1 to Jan.1lto July 1 to 


Type of monetary expansion June 30, Dec. 31, June 30, Dec. 31, 
1947 1947 1948 1948° 


Privately held deposits and 


currency outside banks +0.1 +5.9 —4.3 +2.3 
Loans: all banks +2.7 +4.6 +2.1 +2.8 
Insured commercial banks 42.5 +4.3 +1.8 +2.4 
Commercial and 
industrial loans + .7 +3.2 — 2 +1.3 
Agricultural loans + 2 + .1 + 4 + 4 
Real estate loans +1.1 +1.1 + 8 + 4 
Consumer installment credit +1.0 +1.3 +1.0 +1.0 


Commercial bank holdings of 

U.S. Government securities} —4.6 —1.2 —4,2 18 

*Estimates. by Council of Economic Advisers +Estimates by 
Treasury Department. 

Source: Board of Governors of the Federal Reserve System 
except as noted. 


lending of other financial institutions, notably insurance 
companies. 

The increase of credit has been an important factor in the 
growth of inflationary conditions during the postwar period. 
The large Treasury surplus had considerable anti-inflationary 
effect, but was not in itself a sufficient means of stemming 
the growth of bank credit. The other principal line of attack 
was action by the Federal Reserve Board to decrease the 
availability of reserves, and to increase interest rates. How- 
ever, while continuing the basic aim of maintaining a stable 
and orderly market for Government securities, the Board 
could increase short-term interest rates only to a very limited 
extent, and under existing authority its influence over bank- 
reserve requirements was also severely limited. Part II will 
treat the problem of restricting bank credit as a deterrent to 
further inflation. 


THE FLOW OF GOODS AND PURCHASING POWER 


Consumer income, spending and saving 

Consumer income and expenditures are the largest and 
most stable element in the Nation’s Economic Budget but the 
relation between income and expenditures has undergone 
marked changes in recent years. During the period of war- 
time shortages and restrictions, consumers spent an unusually 
low portion and saved an unusually high portion of their 
rapidly increasing incomes. Large backlog demands were 
built up for all kinds of durable goods. After 1945, people set 
about earnestly to raise their levels of consumption, and espe- 
cially sought houses and furnishings, electric appliances and 
automobiles. Despite the high level of incomes, many con- 
sumers drew on wartime savings; others borrowed. The saved 
portion of personal income shrank rapidly. 

Price and rationing controls were removed before the goods 
and services became available to meet this pent-up demand, 
and prices soared, In dollars, the increase in consumption 
expenditures since prewar has accounted for two thirds of the 
increase in total gross national expenditure, although con- 
sumption expenditures have gone up much less percentage- 
wise than private domestic investment. 

During 1948 there were indications that some of the 
extraordinary consumer demands were tapering off. Con- 
sumption expenditure ceased to go up faster than disposable 
personal income. The rapid rate in increase of consumer 
credit was slowed. A larger portion of personal income ap- 
peared to be going into investment in housing and farms 
and other unincorporated businesses. And the portion going 
into personal bank balances, securities, and other liquid assets 
appeared to have ceased declining. 

Consumer income. Aggregate personal income increased 
continuously throughout 1948. For the year as a whole, it 
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amounted to more than 211 billion dollars before taxes; in 
1947 it was 195 billion. Disposable personal income (income 
after taxes) amounted to 190 billion dollars; in 1947 it was 
174 billion. Adjusted for changes in consumer prices, how- 
ever, disposable personal income per capita was substantially 
the same for both years. 

The increase in personal incomes from 1947 to 1948 was 
roughly proportionate among major sources: wages and 
salaries, proprietors’ and rental income, dividends and interest, 
But in the latter half of 1948 net farm income fell off, relative 
to the normal seasonal pattern, while rental income of persons 
and business and professional income ceased to rise. Dividend 
payments, on the other hand, increased at an accelerated 
rate. An appreciable decrease occurred during the year in 
transfer payments to individuals—chiefly veterans’ benefits, 

Income distribution. As compared to prewar, there has 
been an improvement in the real purchasing power of families 
in all income ranges. While the dollar increases are larger 
in the higher income groups, percentagewise the lower in- 
come groups have enjoyed the larger gains. (See Table 2 
and Chart 6.) 

The federal personal income tax has reduced somewhat the 
concentration of income (see Table 3). In 1947, for example, 
the lowest three fifths of families received 29 per cent of total 
money income before tax compared to 31 per cent after tax, 
while the share of the upper one fifth was reduced by taxes 
from 48 to 46. The income-equalizing effect of the tax struc- 
ture was somewhat greater in 1947 than in 1941, although 
perhaps less than would be expected considering that the tax 
in 1947 absorbed over 10 per cent of personal money income, 
compared with less than 5 per cent in 1941. But the consider- 
able increase since before the war in real income of families 
at the low end of the scale has probably come about chiefly 


from the decrease in unemployment and the increase in num- 3 


ber of multi-earner families, rather than from the equalizing 
effect of more-progressive taxation. 

Inflation, however, has probably checked this favorable 
trend in income distribution. Such data as are available indi- 
cate a slight increase in concentration from 1946 to 1947. 

We have as yet no information on the distribution of 1948 
incomes, either before or after tax, but the effects of the 
Revenue Act of 1948 are relatively more favorable to upper 
than to lower income groups. The provision allowing married 
persons to split their incomes for tax purposes is especially 
advantageous to those in upper tax brackets. While many 
persons at the lower end of the income scale have been ex- 
empted from paying any tax, and rates were reduced all along 
the line, the percentage increase in income after tax is greatest 
for upper-bracket married persons. 

Consumption expenditures. Aggregate outlays for per- 
sonal consumption continued to increase during 1948, though 
not so rapidly as during 1947. For the year as a whole they 
amounted to about 177 billion dollars; in the preceding year 
they were 165 billion. They represented a slightly smaller 
share of gross national product than in 1947, 70 per cent 
compared with 71 per cent. Thus we have moved farther 


Table 2.—Average money income, after taxes, received by 
each fifth of the nation’s families ranked by size of income 
(Dollars of 1947 purchasing power) 


-——Money income after tax — 
(1947 dollars) change 


Family units ranked Percentage 


from lowest to 


highest income*® 1941 1947 1941 to 1947 
Lowest fifth $ 562 $ 796 41.6 
Second fifth 1,444 1,933 33.9 
Third fifth 2,421 2,992 23.6 
Fourth fifth 3,523 4,226 20.0 
Highest fifth 7,245 8,574 18.3 


"Includes single-person families. + Liability for federal personal 
income tax. 
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Table 3.—Per cent of money income, before and after taxes, 
received by each fifth of nation’s families ranked 
by size of income 


Cumulative per cent of total money income 


Family units ranked from -—Before tax —~ ——After tax }—~ 


lowest to highest income® 1941 1947 1941 1947 
Lowest fifth 3.5 4.0 3.7 4.3 
Lowest two fifths 12.6 13.8 13.2 14.7 
Lowest three fifths 27.9 29.2 29.1 30.9 
Lowest four fifths 50.4 51.8 52.3 53.7 
All family units 100.0 100.0 100.0 100.0 


*Includes single-person families. Liability for federal personal 
income tax. 


away from the prewar ratio between consumption and other 
expenditures (about 75 per cent in 1939). 

Total consumption in real terms has been rising since the 
war, as shown by unit sales of durables and by production of 
nondurable goods. Food consumption has declined slightly. 
The pattern of consumer expenditures continues to differ 
markedly from that before the war. Expenditures for durable 
and nondurable goods have increased much more than for 
services. Outstanding is the purchase of automobiles, ex- 
penditure for which continues to increase faster than for al- 
most any other major type of purchase. The increase in other 
durable-goods expenditure appears to have tapered off. 

In the case of nondurable goods, the higher level of food 
outlays is the chief factor in the great increase since prewar; 
higher clothing expenditures is second in importance. Spend- 
ing for both these items, however, has gone up less than pro- 
portionately to total consumer expenditure during 1945. 

The less-than-average increase since before the war in 
spending for services reflects the relatively low level of rents, 
and of outlays for household operation, in which utilities and 
domestic service are the largest items. During 1948, expendi- 
tures for services.increased about as rapidly as for durable 
goods. 

Saving and consumer credit. The percentage of dis- 
posable income not spent for consumption was higher in 1948 
than in 1947, contrary to the trend ever since the war. This 
additional personal saving, however, is predominantly in the 
form of investment in family dwellings, farms (and tarm in- 
ventories), and other unincorporated businesses. The rate of 
individuals’ net saving in liquid form—bank deposits, savings 
and loan associations, insurance policies, and government and 
corporate securities, less net personal borrowing—continued 
to decrease at least through the first half of 1948. This was in 
accordance with the trend reported in the 1948 January and 
midyear reports for 1948. 

Preliminary data on net liquid saving in the third quarter 
of the year suggest that this downward trend may have been 
checked, but show no substantial reversal of the trend. There 
appeared to be an increased flow of funds into personal check- 
ing accounts and U. S. savings bonds and a smaller flow into 
corporate securities than had occurred earlier in the year. The 
high level of liquid saving in the third quarter probably came 
in part from many consumers not spending the money they 

received as a result of the reduction of income taxes. 

Few recent data are available on the relative volumes of 
gross saving and dissaving by individuals. The most recent 
figures on consumer credit show a slower rate of expansion 
of installment credit last fall than in the fall of 1947. 

The use of consumer credit, greatly cut down during the 
war, expanded rapidly after wartime controls were removed 
and when durable goods became available. While the current 
volume of consumer credit—16 billion dollars at the end of 
1948—is substantially larger than anything we have known 
before, nevertheless in comparison with present income and 
volume of retail sales it is lower than in many prewar years. 
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For example, the amount of consumer credit outstanding at 
the end of 1939 was nearly 12 per cent of consumption ex- 
penditures during the year; in 1948 it was only about 9 per 
cent. 

Nonetheless, the great expansion in consumer credit after 
the war unquestionably added appreciably to inflationary 
pressure in the economy, and it was for this reason that Reg- 
ulation W restricting its use was reinstated last September. 
It is not yet possible to determine to what extent this reim- 
position of control was responsible for the recent slowing of 
the increase in volume of consumer credit. However, Regula- 
tion W probably has tended to restrict additional installment 
credit for certain purposes, including the purchase of automo- 
biles and some other durable goods. 

Outlook for consumption and saving. The limited and 
imperfect data on consumer income, expenditure, and saving 
give an incomplete picture. They indicate that many con- 
sumers have been spending less freely, especially during the 
latter part of 1948. This appears to reflect three develop- 
ments: (1) a substantial fulfillment of backlog demands for 
many goods that consumers had not been able to get during 
the war; (2) a limitation of consumption by those for whom 
investment in homes and in private businesses has become a 
more urgent use of funds; and (3) the using up of past sav- 
ings and feasible credit resources by people who have been 
unable to make ends meet during inflation. All three elements 
are implied, but without adequate basis for appraising their 
relative importance. 

Such a picture reinforces the concern expressed in previous 
reports that we are still far from obtaining the amount and 
distribution of consumer income in relation to the other com- 
ponent parts of the economy which seem essential for bal- 
anced economic growth. 

Business investment and finance 

The high investment outlays of business during the past 
two years have contributed an unusually large portion of the 
total flow of spending. This has been a natural aftermath of 
the wartime deferral of most lines of facilities expansion and 
improvement, accompanied by acute depletion of inventories. 
To undertake this investment, business emerged from the 
war with large accumulated reserves of liquid assets, elaborate 
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postwar plans, and a relatively reduced burden of debt 
charges. 

In many fields, including nearly all nondurable-goods lines, 
the expansion of capacity to catch up with postwar markets, 
the replenishment of inventories, and the reduction of order 
backlogs to reasonably normal proportions has now been 
accomplished; further investment will take largely the form 
of cost-cutting improvements and new products.. In a few 
important industries, expansion of facilities and inventeries 
has still not overtaken obvious current needs. 

Plant and equipment outlays. Total nonfarm business 
outlays on new plant and equipment rose rapidly after the 
war to reach an annual rate of 18.2 billion dollars in the 
latter half of 1947. Thereafter they increased only slightly, 
with a seasonal dip in the first Quarter of last year. The con- 
tinued rise has been due entirely to rising construction costs 
and equipment prices; the physical volume of such investment 
has not quite maintained its late 1947 peak. 

A recent sample survey by Government agencies indicates 
that dollar outlays on plant and equipment in the first quarter 
of 1949 are expected to run about 12 per cent below those 
of the fourth quarter of 1948, which is roughly in line with 
normal seasonal behavior, Compared with the first quarter 
of last year, planned outlays for the first quarter of this year 
are up about 5 per cent, which is substantially less than the 
increase in costs in the interval. 

Plant and equipment outlavs during and since the war have 
greatly expanded productive capacity in many industries. A 
survey by a private agency indicates that manufacturing in- 
dustry as a whole has increased its capacity by more than one 
half since 1939 and by perhaps as much as a quarter since the 
end of 1945. To keep pace with a normal growth trend in to- 
tal demand, as will be indicated in Part III, the recent over- 
all rate of increase in manufacturing capacity would not need 
to be maintained indefinitely. However, in connection with 
two prominent areas of current shortage, it should be noted 
that electric-utility generating capacity has increased only 
about 45 per cent since 1939 and 12 per cent in the past three 
years, and steel-furnace capacitv about 16 per cent since 
1939 and about 3% per cent in the past three years. 

While there is some indication of prospective softening of 
investment in various manufacturing lines, plans for expan- 
sion and modernization are still strong in chemicals, petro- 
leum, and metals. In some major nonmanufacturing lines also 
—particularly utilities and transportation—the program of ex- 
pansion and improvement is still active, and the outlook is for 
continued high expenditure. It is quite possible that invest- 
ment in utilities and transportation may rise. still further, to 
the extent that increases in the supplv of steel and essential 
equipment items are not absorbed by other private or public 
investment programs. 

The fact that many expansion goals have been met should 
not portend, therefore, an abrupt slackening of investment. 
Higher materials and labor costs and a sharpening of comneti- 
tive pressure have provided powerful incentives for moderni- 
zation programs designed to cut costs. Many businessmen feel 
that they must devote all available funds to improvements of 
this type in order to preserve their comnetitive position. 

Business investment has entered a phase in which added 
investment will be largely determined by the effort to reduce 
costs and to improve product, rather than by the purpose to 
expand capacity. Recent surveys in the metal-working and 
other industries indicate that equipment is being replaced 
only when the replacement will pay off in four or five years, 
or in many cases an even shorter time. Considerably longer 
pay-off periods would be consistent with reasonable invest- 
ment incentives. 

Business inventories. Of the 6.7-billion-dollar increase in 
value of nonfarm business inventories during 1948, 4.1 bil- 


74 








CHANGES IN AVERAGE FAMILY INCOME 


Real income of all groups increased from 1941 to 1947 and 
income disparities were reduced. 
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lion was attributable to price rises. Adjusting for these rises, 
the physical increase during the year was only 2.6 billion 
dollars, which was registered largely in the first quarter. 
In the second half, total nonfarm inventories increased only 
0.8 billion dollars after allowance for price rises and normal 
seasonal variation. 

In the summer and fall, some accumulation of nondurable- 
products inventories in the hands of both manufacturers and 
distributors reflected failure of sales to meet earlier expecta- 
tions. Inventory policies were cautious, and adjustments were 
initiated fairly promptly. Present inventories could become 
burdensome in a period of falling sales. 

The dollar value of durable-goods inventories rose rather 
steadily through the year. Restocking after wartime shortages 
appears now to have been virtually completed except for 
metals and some building materials. 

Over-all ratios of inventories to sales remained roughly 
constant in 1948, and there appears to be no basis for sub- 
stantial further increases. Any general slackening of sales 
would produce temporary involuntary accumulation _fol- 
lowed by sloughing off of excess inventories. This occurred in 
some sectors of business in early 1947 and again in 1948, but 
has not appeared on a general scale since the war. 

Corporate financing. Total corporate expenditure on plant 
and equipment and for expansion of inventories and customer 
receivables was 26 billion dollars in 1948, or 2 billion dollars 
less than in 1947. A rise in plant and equipment expenditures 
was more than offset by the decline in funds used to extend 
credit to customers, and to finance additional investment in 
inventories. 

The major part of capital funds in 1948, as in 1947, came 
from internal sources, chiefly undistributed profits and de- 
preciation allowances, Internal sources provided 65 per cent 
of corporate funds in 1948, compared with 53 per cent in 
the previous year. The rise in the importance of internal 
financing in 1948 was due to a higher level of corporate 
profits and a less-than-equivalent increase in dividends. Cor- 
porate profits after taxes totaled about 21 billion dollars, 15 
per cent more than in 1947. During the past year corpora- 
tions paid out 36 per cent of their profits in dividends, com- 
pared with 38 per cent in 1947. 

In external financing, security issues played a more im- 
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rtant and bank loans a less important role than in 1947. 
In the first half of 1948, for the first time since the war, out- 
sanding business bank loans declined slightly; and in the 
gcond half of the year, though such loans showed a seasonal 
increase, the increase was much smaller than in the corre- 
gonding period of 1947. The bulk of the new security issues 
were bonds; stock issues were responsible for only about 19 
per cent of the total volume, compared with 30 per cent in 
1947. 

One reason for the higher percentage of bond financing in 
1948 was that public-utility financing occupied a relatively 
more important position in the total volume of security issues. 
Companies in this industry usually raise a high proportion of 
their capital through bonds, Another important factor in the 
high proportion of debt financing in the whole postwar period, 
and especially in recent months, has been its low cost relative 
to financing by stock issues. The spread between bond and 
stock yields was considerable during the whole period and 
has further increased in recent months, Another general fac- 
tor which has favored debt financing is the tax advantage; 
interest payments are deductible expenses in computing tax- 
able income, 

The small amount of common stock issued in recent years, 
compared with the late 1920s, has given rise to concern in 
some quarters that there is a serious general shortage of equity 
capital. While it is true that outside equity capital is difficult 
to obtain on terms as favorable as those available for loan 
capital, it does not appear that, so long as profits remain large, 
there will be any general lack of sufficient total equity capital 
for desirable levels of business investment, Although detailed 
figures for the 1920s are not available, preliminary investiga- 
tions show that a markedly smaller percentage of business 
capital needs has been financed by debt in the postwar period 
than was the case in the 1920s. 

Housing. The volume of residential construction accel- 
erated rapidly after the war. From a low of about 142,000 


Table 4.—Financing the surplus of goods .and services 
supplied to foreign countries 
(Billions of dollars) 





Means of financing ————~ 
Liquidation 
of foreign 


Surplus of Other 


Period exports of Govern- gold and means of 
goods and ment dollar assets financing 
services? aid (net)? (net)t (net)$ 

1936-38 average 0.5 0.8 —0.3 
1946 7.8 5.1 2.0 at 
1947 11.3 5.7 4.5 | 
1948] 6.5 4.6 LI 8 
Annual rates: 
947: 
First quarter 31.2 5.2 4:8 1.2 
Second quarter 12.5 8.0 4.6 — .l 
Third quarter 10.9 6.8 3.4 a: 
Fourth quarter 10.5 2.9 5.3 2.3 
48: 
First quarter 7.8 5.3 12 1.3 
Second quarter 6.5 3.3 2.5 Pr 
Third quarter 5.2 4.3 8 A 
Fourth quarter{] 6.6 5.3 ok 12 


*Includes income on investments. 

fIncludes grants and loans, but excludes subscriptions to the 
International Bank and International Monetary i 

tIncludes net sales of gold to the United States and net change 
in foreign dollar assets (bank balance, claims on the United States 
Government, and long-term investments). Excludes liquidation of 
assets held by the International Bank and the International 
Monetary Fund. 

§Includes private gifts and remittances, movement of United 
States private capital, net dollar disbursements by the International 
Bank and the International Monetary Fund, and errors and omis- 
sions. 

{Estimates based on incomplete data. 

Source: Department of Commerce. 


JANUARY 14, 1949 





in 1944, the number of permanent nonfarm units started in 
new structures rose to an estimated 925,000 in 1948. Adding 
to this the units provided by conversions and remodeling, 
it appears that well over a million completed residential units 
were added to the housing supply in 1948. The provision of 
adequate plumbing, heating, and other facilities and of major 
repairs further increased the availability of dwellings meet- 
ing a reasonable standard of comfort. 

In the latter half of 1948, however, there appeared a pro- 
nounced decline in new housing starts. This does not mean 
that the housing shortage is no longer acute. Instead, as previ- 
ous reports clearly foresaw, it reflected the approaching sat- 
uration of the housing market related to the demands of fami- 
lies who can buy or rent expensive quarters, and the inability 
of the industry thus far to produce housing in quantity for 
the bulk of the population whose incomes are moderate or 
low. It now takes the average home owner about one-third 
more of his working time to earn the money to pay for a 
comparable house than it took before World War I, and 
about one-fifth more than in 1925-29. Neither food nor 
clothing nor any of the other necessities of life has risen 
comparably to the cost of building houses over the past two 
or three decades. 

From the strictly economic viewpoint, we cannot be com- 
placent about the rapid decline in housing starts on the 
ground that the man power and other resources thereby re- 
leased are being absorbed by the other demands of the 
economy; for some of these other demands are temporary 
in character and within a few years will need to be supplanted 
by a much larger volume of residential construction than can 
be supported at anywhere near present costs. In fact, if the 
rate of decline in house building continues, its ramifying 
effects could cause substantial unemployment and general 
deterioration in business conditions even before the temporary 
factors in postwar demand are reduced. 

The need for a comprehensive housing program in its 
fundamental aspects is treated in Part III. 

International transactions 

The only major component of the Nation’s Economic 
Budget which did not increase between 1947 and 1948 
was net foreign investment; it declined from 8.9 billion 
dollars to approximately 1.8 billion. Net foreign invest- 
ment represents the portion of our excess of exports over 
imports of goods and services that is financed by loans 
and investments and by net liquidation of foreign dollar 
assets and gold. It does not include the portion financed 
by grants, gifts and other unilateral transfers made by 
the United States Government and by private citizens. Part 
of the drastic decline in net foreign investment has _ re- 
sulted merely from a shift in the form of foreign aid from 
loans to grants, the increase in which is reflected in the 
Government-goods-and-services component of the nation’s 
economic budget. 

Decline in the export surplus. To appraise the effect of 
international transactions upon the domestic economy, it is 
necessary to examine the total export surplus, which takes into 
account government grants and private gifts as well as net 
foreign investment. The total export surplus fell from 11.3 
billion dollars in 1947 to 6.5 billion in 1948, a decline of 4.8 
billion. This decline began in mid-1947, after the export 
surplus had reached an annual rate of 12.5 billion, and 
continued through the autumn of 1948 when it was only 
5.2 billion. 

The 4.8 billion dollar decline in the export surplus was 
primarily the result of a 3.4 billion dollar reduction in the 
liquidation of gold and dollar assets by foreign countries, 
made necessary by the rapid depletion of these assets in 
1947. Aid extended by the United States Government also 
was less than in 1947. Although the European Recovery Pro- 
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Table 5.—United States exports and imports 
of goods and services 
(Billions of dollars) 


Exports of 
goods and goods and 
services® services® 

1936-38 average 4.1 3.6 
1946 15.0 : 
1947 19.8 : 
1948+ 16.8 
Annual rates: 
1947: 
First quarter 9. 
Second quarter 21. 
Third quarter 9.5 
Fourth quarter 9. 
1948: 


Surplus of 
exports of 
goods and 
services® 


Imports of 
Period 


90 90 G0 Ge 
Ow 


First quarter 17.8 10.0 
Second quarter 16.9 10.4 
Third quarter 15.9 10.7 
Fourth quarter} 16.6 10.0 
*Includes income on investments. 
tEstimates based on incomplete data. 
Source: Department of Commerce. 


gram got under way during 1948, aid extended under early 
postwar programs was virtually exhausted early in the year. 
These changes are shown in Table 4. 

The large deficits which other countries were incurring in 
their transactions with the United States forced upon them 
trade policies designed to curtail their dollar purchases and 
to increase their dollar exports. These efforts were supported 
in many countries by internal policies and developments. In 
Western Europe, for example, industrial production in the 
first nine months of 1948 was about 15 per cent higher than 
in the corresponding period of 1947, while agricultural pro- 
duction, which suffered so greatly from unfavorable weather 
in 1947, was also much higher. These increases permitted 
larger exports and smaller imports in trade with the United 
States. At the same time, some though not all of the Western 
European countries appear through their domestic monetary 
and fiscal policies to have reduced inflationary pressures or 
brought them under control. This contributed to the improve- 
ment in production most dramatically in the case of Western 
Germany, where industrial production rose very rapidly fol- 
lowing the monetary reform of June, 1948. Recovery progress 
may be expected to continue in the coming year, although at 
a more gradual pace, provided that foreign countries do not 
suffer from serious interruptions of production and do not 


Table 6.—Government cash receipts from 
and payments to the public 
(Billions of dollars) 


Calendar 
year 1947 


Calendar 
year 1948°® 


Receipt or payment 
Cash receipts: 
Federal g 45.2 
State and local ; 14.3, 
Total cash receipts 
Cash payments: 
Federal 
State and local 
Total cash payments 
Surplus (+) or deficit (—): 
Federal 
State and local 
Total, surplus (+) 
or deficit (—) 


+8.3 
a 
47.4 
*Estimate based on incomplete data. 


Note.—Detail willl not necessarily add to totals because of 
rounding. 
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EXPORTS AND IMPORTS OF 
GOODS AND SERVICES 


The export surplus fell during most of 1948 as exports dropped 
and imports rose. 


BILLIONS OF DOLLARS BILLIONS OF DOLLARS 
ANNUAL RATES ANNUAL RATES 


25 26 





EXPORTS OF GOODS 
AND SERVICES® \. 











1946 1947 1948 


Dependence of the export surplus on government aid increased 
as other means of financing decreased. 





EXPORT SURPLUS 


U.S. GOVERNMENT AID 
i i 











2 3 « 
1946 
* INCLUDES INCOME ON INVESTMENT 
% % ESTIMATE BASEO ON INCOMPLETE DATA 
SOURCE: DEPARTMENT OF COMMERCE. 




















CHART 7 


have to divert too large a proportion of their resources to 
meeting the requirements of national defense. 

The decline in our export surplus took the form of a reduce 
tion between 1947 and 1948 of 3.0 billion dollars in exports 
of goods and services and a rise of 1.8 billion in imports, as 
Table 5 shows. 

Merchandise trade. Merchandise exports fell 18 per cen! 
in dollar volume and more than 20 per cent in quantity from 
1947 to 1948. Between the second quarter of 1947, when this 
decline began, and the third quarter of 1948 the decline in 
quantity amounted to 34 per cent. The fall in dollar volume 
has affected our shipments to all major areas of the world 
although it has been sharpest in the case of Eastern Europe 
as a result of the tightening of export controls in March o 
last year. Despite the initiation of the European Recover 
Program, our exports to the participating countries have beer 
a slightly lower proportion of total exports in recent month 
than they were both before the Program began and befor 
the war. 

The commodity impact of the fall in exports has been quite 
general, although uneven. Foreign countries are restricting 
their purchases selectively. Our exports of a few importan! 
products, such as wheat, petroleum and its products, agricul: 
tural machinery, certain types of industrial machinery an¢ 
chemicals have been well maintained or have actually risen. 
while exports of coal, dairy products and animal fats, textiles 
and textile manufactures and rubber products have been cu! 
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very drastically. Exports of steel-mill products have also 
fallen sharply, in part because of more restrictive export con- 
tols imposed to alleviate the drain on the American economy. 
The reduction of the export surplus was also furthered by 
arise of 20 per cent in the dollar volume of imports between 
1947 and 1948, reflecting higher quantities and higher average 
prices in similar proportions. Even though the physical 
quantity of goods imported into the United States rose in 
1948, it was still only about 20 per cent above the average 
import level of 1936-38, reflecting substantial increases above 
prewar in imports of crude materials and semimanufactured 
goods, but no increase in imports of goods and _ finished 
manufacturers, Our demand for some commodities from 
abroad can now be fully met, but our greatly enlarged need 
for many others remains far from satisfied. Further increases 
are to be expected and welcomed in a prosperous economy. 
European Recovery Program. Last spring Congress pro- 
vided 5 billion dollars for the European Recovery Program, 
including a public debt authorization of 1 billion dollars. The 
4-billion dollars of appropriated funds were to be used over 
the 15-month period ending June 30, 1949, unless the Presi- 
dent, after recommendation by the Administrator for Eco- 
nomic Co-operation, found it necessary to use them in 12 
months. After a careful review it was decided in November 
that this more rapid use of the funds would be necessary. 
By the end of 1948, after the Program had been in operation 
aine months, procurement of 4 billion dollars had been 





‘THE NATION'S ECONOMIC BUDGET, 1947-1948 


| The Nation's Economic Budget dollar total increased by 9 percent 
| from 1947 to1948. The business account increased the most, 
| consumers’ account moderately, and government account the 
least. Net foreign investment declined. 
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Table 7.—Federal cash payments to the public 
by type of recipient 
(Billions of dollars, annual rates, seasonally adjusted) 
Calendar 


Calendar =¥~———Calendar year 1948———, year 

Payments year lanuary- — July-De- 1949 
1947 Total® June cember® estimate t 

Individuals way 17.1 17.1 17.1 19.4 

Business iia 12.5 11.0 14.0 14.7 

International 7A 5.6 a. 6.1 7.9 


State and local 
governments and 


public agencies — 1.8 1.9 1.8 1.9 2.3 
Adjustment for out- 
standing checks and 
telegraphic orders — .2 — | 2 — 4 
Total federal cash 
payments 38.6 36.9 35.1 38.7 14.3 


* Based on incomplete data. 
+ Based on present and proposed legislation. 
Note.—Detail will not necessarily add to totals because of rounding. 


authorized. At the outset of the Program these authoriza- 
tions were primarily for food and agricultural commodities, 
but the emphasis has been shifting away from these com- 
modities toward an increasing proportion of industrial prod- 
ucts, especially machinery and equipment. In the case of cer- 
tain products for which the domestic market situation is tight, 
a major share of authorizations has been for procurement out- 
side the United States. Through November, 1948, such “off- 
shore” procurement has constituted 40° per cent of the total for 
all commodities and much larger proportions for petroleum 
products, nonferrous metals, fertilizer and some other products. 

The procurement of such commodities in other countries 
relieves the United States of the burden of supplying them. 
But the exporting countries receive dollars in payment and, 
with some exceptions, they may be expected to spend those 
dollars in the United States. To the extent that they do, 
offshore procurement will affect the distribution rather than 
the total amount of foreign purchases in the United States. 

As shipments under the European Recovery Program in- 
crease, the decline in United States exports may be expected, 
on the basis of existing programs, to give way to a rise from 
the levels reached in the second half of 1948. If the expansion 
in imports continues, as there is reason to expect, any rise of 
the export surplus will be moderate. 
Government transactions 

Needs engendered by war and its aftermath of international 
tension continued during 1948 to overshadow the civil pro- 
grams of Government and to exert crucial influence through- 
out the economy. It was necessary to hold back Government 
programs urgently needed for peacetime growth and progress, 
while extraordinary activities to meet world responsibilities 
prolonged and strengthened the general forces of inflation. 
The enlarged expenditures for national security and foreign 






Table 8.—Federal cash receipts from 
and payments to the public 


(Billions of dollars, annual rates, seasonally adjusted) 


Calendar 





Cel nda —- Calendar year LOIS yea 
Receipt or payment yoar January- July-De- 1949 
1947 Total pune comber? estimate 
Cash _ receipts 44.3 45.2 17.6 42.7 43.7¢ 
Cash payments 38.6 36.9 35.1 38.7 44.3} 
Cash surplus (+) 
or deficit (—) + 5.7 + §.3 +12.5 +40 — 6 


*Preliminary; based on incomplete data. 

+Receipts based on present tax legislation. 

{Payments based on present and proposed legislation. 
Note.—Detail will not necessarily add to totals because of rounding. 
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aid authorized in 1948 will impinge in 1949 upon a private 
economy still sensitive to inflationary pressures. Not only will 
total Government spending be rising, but its impact in critical 
areas will be intensified. 

The programs of the Federal Government, framed in the 
light of these requirements, are set forth in detail in the 
Budget Message and in various other reports. This report 
assesses the economic impacts of these federal programs and 
of the programs of State and local governments insofar as 
they can be estimated. 

The best available general measure of these economic im- 
pacts is the volume of current cash transactions, other than 
borrowing, between government and public, without regard 
to whether these transactions arise in connection with the 
receipts and expenditure accounts of the regular budget or 
in connection with Social Security or other trust accounts or 
whether they represent cash payments of some liability which 
accrued and was recorded as a budget expenditure at some 
previous date. 

The total volume of cash payments to the public by 
federal, State and local governments during 1948 amounted 
to 52.1 billion dollars, or 1.4 billion more than in 1947 despite 
a tapering off of such extraordinary payments as the cashing 
in of veterans’ terminal-leave bonds. Because the reduction 
in federal income tax rates was offset by continuing inflation 
and by expanding State and local revenues, total cash receipts 
in 1948 were about 2 billion dollars higher than in 1947 and 
the surplus of cash receipts over payments increased from 
6.7 to 7.4 billion dollars, as shown in Table 6. Despite the very 
high levels of economic activity which prevailed, progress in 
reducing the federal debt was seriously retarded during the 
latter part of the year, and the volume of State and local debt 
expanded very sharply after a moderate increase in 1947. 
Thus while inflation continued, the restraining influence of 
Government fiscal policy was weakened. 

A substantial further increase in cash payments is expected 
this year and next. Federal payments for national security 
and foreign aid are still rising under authorized programs, 
and we must make some further progress in meeting urgent 
needs in our domestic economy. In addition, payment of 
accumulated dividends on National Service Life Insurance 
policies will result in large disbursements. Including the con- 
tinued upward trend in payments by State and local govern- 
ments, it is expected that total government cash payments 
will rise to perhaps 61 billion dollars for the .calendar year 
1949, more than 9 billion dollars higher than in 1948. 

Without additional federal taxation, such an increase in 
cash payments of federal, State, and local governments dur- 
ing 1949 would mean that the cash surplus that amounted 
to 7.4 billion dollars in 1948 would be replaced by a deficit 
this year. Such a drastic shift in the net cash position of all 
government might provide the stimulus to a fresh surge of 
inflation. 

Cash payments by the Federal Government. Programs 
necessitated by past wars and present requirements for na- 
tional security accounted for just over 70 per cent of total 
federal cash payments to the public in both 1947 and 1948, 
and this proportion may be expected to increase somewhat in 
1949. 

The total volume of federal cash payments to the public 
declined by about 1.7 billion dollars between 1947 and 1948. 
There were substantial changes in the amounts going to 
different groups in the economy, with,corresponding shifts in 
areas of impact on the economy. As shown in Table 7, federal 
cash payments to individuals declined slightly, largely be- 
cause of the tapering-off in the redemption of veterans’ 
terminal leave bonds, which more than offset moderate in- 
creases in wages and salaries and in miscellaneous payments. 
The most important changes, however, occurred in payments 
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Table 9.—Indexes of output 
(1946 = 100) 


Gross 
national 
product 
(current 


-—Physical production of~ 
goods and utilities 
Excluding 


Calendar year 


prices) Total® agriculture 
1947: Total lll 108 109 
First half 109 ° 109 
Second half 113 * 110 
1948: Total 12] 112 113 
First half 118 e 113 
Second halt 123 . 113 


*Because of the seasonal nature of agricultural crop production, 
the total index which includes agricultural production has not been 
computed. 


to business and in loans and other payments to foreign coun- 
tries and international organizations. 

The total payments to business increased by about | billion 
dollars between 1947 and 1948, and are expected to increase 
further by about 2 billion dollars in 1949. Most of this in- 
crease is accounted for by expanding payments in support of 
national security, especially for the aircraft procurement and 
the stockpiling programs. This expansion may be expected to 
intensify specific shortages in labor and certain critical mate- 
rials. Indeed, rising metals prices already reflect in part the 
effect of present and planned stockpiling. 

Federal public works have been held to a low level. They 
increased only about 14 per cent in 1948 over 1947, toa 
total of 1.3 billion dollars—roughly the same dollar value as 
in 1940 despite a doubling of construction costs. The con- 
tinuation of projects already under way will require some 
further increase in 1949. More widely dispersed will be the 


effect of increases in consumer income that will result from § 


disbursements of National Service Life Insurance dividends 
and proposed increases in Social Security benefits and other 
payments to individuals. 

Cash payments by State and local governments. While 
a number of States have granted bonuses to veterans of 
World War II, more of which will be paid during 1949, the 
very great proportion of the transactions of State and local 
governments are in support of normal civilian programs, 
such as education, community facilities, police and fire pro- 
tection. Rising costs and expanding needs account for the 
sharply rising trend of State and local expenditures. The 
hiring of teachers and construction of new schools cannot be 
deferred in the face of the currently large and still growing 
numbers of school children, nor can the laying of streets 
and sewers and the enlargement of water systems be _post- 
poned when the new housing developments requiring them 
are being built. The need for recruiting new staff while living 
costs are rising has required substantial increases in State and 
local pay scales, and other aspects of activity are suffering 
from the impact of generally rising costs. 


Table 11.—Changes in the Nation’s Economic Budget 
(Calendar years) 


; —_——-——Percentage change ——-—— 
Economic group 1939 to 1948 1947 to 1948 


Consumers: 





Disposable income* +171.2 +. 9.7 
Expenditure +161.9 + 7.3 
Business: 
Retained earnings* +184.9 +26.9 
Private investment +332.2 +29.7 
International: net foreign investment +100.0 —79.8 
Government: 
Cash receipts +297.3 + 4.0 
Cash payments +196.0 + 2.8 
Total: gross national product +185.2 +11.3 


*Includes Government transfers. See Table 10. 
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Total cash payments to the public by State and local gov- 
emments in 1948 were about 15 billion dollars, 25 per cent 
higher than in 1947, and a further substantial rise is in pros- 
pect for 1949. Despite deliberate postponements by many 
States and localities in the hope of lower costs, construction 
activities have been rising at a very rapid rate and will con- 
tinue to do so. The dollar value of State and local construc- 
tion activities, which expanded much more slowly than pri- 
yate construction immediately after the war, was more than 
$7 per cent higher in 1948 than in 1947, compared with a 
little more than 30 per cent increase for private construction 
and only a 14 per cent increase in federal construction. 





THE NATION'S ECONOMIC BUDGET, 1948 


| The Nation's Economic Budget dollar total increased by 4 percent 
from the Ist half to the 2nd half of 1948. The Government 
| | surplus declined sharply as receipts fell and payments rose. 
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Costs have risen sharply, and the rise in physical volume has 
been substantially less than shown by the dollar figures. While 
the number of people on reliet rolls has remained relatively 
low, increased assistance has become essential, and in many 
cases it has been found necessary to supplement inadequate 
old-age insurance benefits with relief payments. 

Federal cash receipts from the public and excess of re- 
ceipts. Federal cash receipts from the public (including re- 
ceipts of trust accounts) increased in the first half of 1948 
and declined in the second half after income taxes were 
reduced. Without new tax measures, the volume of receipts 
in 1949 would be about the same as in 1947. 


1949 
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There is, however, but little comfort in the fact that re- 
ceipts have continued at a rather stable high level in spite of 
the tax reduction that was adopted last year. This has come 
about only as the result of the inflationary rise in dollar in- 
comes, profits and pay rolls. The inflationary rise in turn 
was aggravated by the effects of the tax reduction. 

In 1948 the excess of cash receipts dropped from an an- 
nual rate of 12.5 billion dollars to 4.0 billion from the first to 
the second half of the vear. With the expected increase in fed- 
eral cash payments and without new tax measures, federal 
cash transactions will result in an excess of payments this year. 

The question whether cash transactions will show a small 
surplus or deficit this year is less important than the fact that 
we have lost the large excess of receipts that early last year 
was one of the main factors counteracting inflationary pres- 
Unless new tax measures are adopted, this fiscal sup- 
port for an anti-inflationary policy will disappear. 

State and local cash receipts. Cash receipts of State and 
local governments in 1948 continued their rising trend, in 
response both to the general rise in national income and to 
increases in the rates of existing taxes and the imposition of 
new taxes. A growing number of States have granted to lo- 
calities the authority, which has quickly been exercised, to 
levy a wide variety of new sales and other taxes and fees for 
specific services. Local governments have exerted great pres- 
sure on the States to increase the amounts of State grants, a 
pressure which may be intensified in 1949. Revenues from 
real property taxes, which, because of stable valuations and 
rates, failed during the war years to tise in line with growing 
prosperity, have since increased as assessments and_ rates 
have been adjusted to expanding local needs. This indicates 
that this source of revenue is potentially more productive 
than has been widely assumed. 

State and local borrowing has continued to increase, and 
at a sharply increased rate. The general picture, particularly 
for local governments, is of revenues inadequate to meet 
pressing current local needs, and larger cash deficits and 
borrowing may be expected in 1949. 

The total cash receipts of State and local governments 
during 1948 were about billion dollars, more than | 
billion higher than in 1947. The cash deficit was nearly 
1 billion dollars. While receipts should rise in 1949, pay- 
ments will probably increase faster, leading to a somewhat 
larger deficit. 

Summary: The Nation’s Economic Budget 

The Nation’s Economic Budget total, or the total output of 
goods and services of the economy, has increased at a fairly 
steady rate over the last two years, when measured in current 
dollars. Comparing 1947 with 1948, this dollar value in- 
creased by approximately 10 per cent. A large gain in physical 
production occurred trom 1946 to 1947, through the elimina- 
tion of bottlenecks and fewer work stoppages. The gain from 
1947 to 1948 was smaller, about 4 per cent, because the 
economy had reached the stage where further increases in 
production depended upon additions to the labor force and 
improved productivity and technology. The physical output 
of the economy has increased more slowly than the dollar 
values, as shown in Table 9. 

Comparing 1947 with 1948, (retained 
earnings and additions to reserves) and gross private domestic 
investment showed the largest percentage increase; consumer 
incomes and expenditures increased less; government ex- 
penditures remained at about the same level; and net foreign 
investment declined substantially. (See Charts 8 and 9 and 
Table 10.) In fact, it is an outstanding characteristic of the 
present economy that business income and expenditures have 
increased more than consumer income and expenditures since 
the prewar year 1939. 

The basic causes for the high relative rate of business ex- 


sures. 


business income 


79 








The Econamic Report 





penditures in recent years were inherited from the war. Ex- 
pansion, modernization and repair of productive capacity 
were badly needed, business had large liquid assets accumu- 
lated during the war, and credit was easily available. In addi- 
tion, inflation has permitted profits to rise more than personal 
incomes, and business has been able to finance a great deal of 
expansion out of current earnings. Rising prices do not have 
a depressing effect on investment if business expects that they 
may rise still further; only when prices are expected to de- 
cline do they tend to depress investment. In contrast, rising 
prices have been a more effective brake on consumer demand. 
It is true that inflation has permitted some increase in the 
standard of living of those farmers and workers who could 
increase the prices for their products or services faster than 
the rise in prices of the products they purchased. By the same 
token the burden of inflation has fallen mainly on those con- 
sumers whose incomes have been fixed or have lagged behind. 
And although business, Government, consumers and foreign 
countries have each absorbed some part of the large increase 
in production which has taken place since 1939, the percent- 
age increase for consumers has been the smallest. 

During the year 1948 the inflationary process continued. 
There was, however, a considerable change in the character 
of developments, as is shown by comparing the first and 
second halves of the year. Business investment no longer 
showed the greatest percentage gains, as it had from 1939 to 


ae 


1947, and from 1947 to 1948 as a whole; Government pay. 
ments now showed the greatest relative increase. At the same 
time Government receipts declined as a result of federal 
income tax reduction. 

The consequent reduction in governmental cash surpluses 
(federal, State and local) from a seasonally adjusted annual 
rate of 12 billion dollars in the first half of the year to a little 
more than 8 billion in the second half was the most important 
change in the Nation’s Economic Budget during 1948. 

This rise in governmental payments and reduction in federal 
taxes, combined with price and wage increases, added to 
consumer incomes and business earnings. The inflationary 
impetus of these developments was somewhat mitigated by 
the fact that consumer expenditures increased less than con- 
sumer incomes, and business investment less than business 
earnings. Also, net foreign investment declined, partly because 
federal grants, which are recorded in the Government account, 
took the place of foreign investments. Thus the 9-billion-dollar 
drop in the combined federal, State and local surpluses was, 
as shown in Table 10 and Chart 9, offset by an increase in net 
saving and a reduction in the excess of domestic and foreign 
investment. The new balance was brought about only through 
another turn in the inflationary spiral. Most of the gains ob- 
tained through increases in incomes and reduction of taxes 
were lost through price increases. 

The analysis of the Nation’s Economic Budget suggests two 


Table 10.—The Nation’s Economic Budget, calendar years 1947 and 1948 


(Billions of dollars, annual rates, seasonally adjusted) 






































1947 1948 First half —————~ 1948 Second half? ——— 
Excess of Excess of Excess of 
receipts receipts receipts 
Economic group Receipts Expendi- (+) or Receipts Expendi- (+) or Receipts Expendi- (+) or 
tures deficit tures deficit tures deficit 
| (—) (—) (—) 
CONSUMERS | 
Disposable income relating to current production....| 158.1 170.8 180.0 
Government transfer payments and net interest...... 15.5 15.4 14.6 
Disposable personal inCOMe............cceeseseeseeesseeseeeeess 173.6 186.2 - 194.6 
Expenditures for goods and serviceS..........::ssee00++ 164.8 174.3 179.2 - 
Se EE EI ER Ste EL Oe ERT Ee | + 88 +11.9 +15.4 
BUSINESS | | 
Retained business receipts from current production| 19.0 22.3 25.6 
Government ETANSFETS...s0rervevreseessserseseresrererssrsnsereseseeees| 3 8 RS | 
0S DOC SETAE OE CORRODE 19.4 23.0 25.9 ; 
Gross private domestic investment...............::cceeeeees 30.0 i 38.2 89.5 
Excess of receipts (++) or investment (—)........0 —10.7 —15.2 —13.6 
INTERNATIONAL 
Net cash government loan transfers abroad............ 5.4 1.6 —.] 
INGE TORGIDN ANVESINENE,. ....0.ssccesesssceceesecssessescscesceseencss 8.9 7 3.3 4 2 
Excess Of: InoestMeEnt ( — )......s.ccercsorsssccosssccsscnsccssces — 3.5 — 17 | — 3 
GOVERNMENT (FEDERAL, 
STATE AND LOCAL) 
Tax payments or liabilities.....................sscsscssscessesees 57.4 59.0 9.5 
Adjustments to cash Dasis.........scsscovscssssssssssessesscesees — J + 28 — 2.2 
Cash receipts from the public... ayes 57.3 1.9 57.3 
Purchases of goods and services. ot 28.0 31.8 38.8 
RERAEIIABIIE SPITUICTS . o, cosecesecncscocessessostovssssosesvecsossensses 22.i 18.0 15.6 
Cash payments to the public.....c.cccssccsecseserececeseees 50.7 e 49.8 54.4 
Excess of receipts (+) or payments (—)......s.:0006 | + 6.7 +12.0 | + 2.8 
ADJUSTMENTS 
For receipts relating to gross national product........ — 2.9 — 2:9 '| — 46 = | el — 7.1 
SOLO WEES TED << cs coccncacopsesiespoosecessusseserd ckeceesse’sssnea + 1.5 + 1.5 — 2.4 — 24 | + 2.8 + 2.8 
Total: gross national product...........cssesccssesseeee 981.6 231.6 0.0 247.6 247.6 0.0 | 257.8 257.8 0.0 





*Estimates based on incomplete data. 


Note.—Items relating to current production of goods and services are shown in roman type. Transfer payments and 
receipts and subtotals including them are in italics; they are not included in the gross national product. 
Detail will not necessarily add to totals because of rounding. 
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conclusions. It demonstrates the essential role that a Govern- 
- ment surplus plays in a period of inflationary pressures and 
he dangers that would result if last year’s surplus should dis- 
appear entirely or be replaced by a deficit. Adjustments that 
may be needed to deal with such a situation will be dis- 
cussed in Part II of this report. 


ll. GOALS AND MEANS OF 
BASIC ECONOMIC OBJECTIVES 


The Employment Act of 1946 stated the needs of our econ- 
omy admirably when it set the objectives of “maximum em- 
ployment, production and purchasing power.” In terms of 
these objectives, the immediate tasks that loom largest in 
1949 may conveniently be stated, 

Maximum employment 

It is estimated that the labor force will increase by nearly 
one million during 1949, This increase will reflect not only the 
increase in the population of working age but also the large 
number of students under the GI program who will complete 
their training and education. The civilian employment goal 
for 1949 should include provision of useful work opportuni- 
ties for the net increase in the labor force. Maximum employ- 
ment means steady work at customary hours, not work shar- 
ing. While some temporary frictional unemployment is inevi- 
table in a fluid economy, its volume should be kept as near as 
possible to the present low level. 

Maximum production 

An increase in the total production of goods and services of 
8 to 4 per cent, or 8 to 10 billion dollars measured in 1948 
prices, should be regarded as a reasonable objective for this 
vear. In agriculture, the improvement in plant and the abun- 
dance of last year’s feed crops promise a continued high total 
output with an increase in livestock products which would 
somewhat improve consumption standards for our people. On 
the industrial side, about 50 billion dollars have been in- 
vested in expansion and modernization since the end of the 
war. Hence the slight increase in output per man-hour which 
occurred last year should be enlarged upon this year, In spite 
of these improvements in industrial productivity, there will 
still be several bottlenecks where there are persistent shortages 
of capacity for producing electric power and critical materials, 
particularly certain metals. Industry and government should 

press their efforts to overcome these shortages. 
Maximum purchasing power 

The basic concept underlying “maximum purchasing power” 
is that the income generated by productive effort should flow 
to groups and individuals throughout the economy in a man- 
ner that will provide adequate funds and incentives for 
maximum production in the factory and on the farm, and 
furnish buying power to consumers and business sufficient to 
take promptly off the market the goods available for their 
use. Broadly conceived, it requires the balanced allocation of 
resources and man power in accord with the interests of the 
economy as a whole. These interests must include support for 
basic national policies such as national defense and welfare. 

Since prices and wages are the main mediums through 

which purchasing power is distributed, price and wage move- 
ments and relationships decisively affect the outlook for stable 
prosperity. Most economic policies are directed in one way or 
another toward this problem of balanced purchasing power 
in order to bring the pattern of production and consumption 
into better alignment so as to attain economic stability at the 
highest feasible levels. In addition to price and wage ad- 
justments, there is need for a proper balance between total 
money purchasing power and the supply of goods if inflation 
or deflation are to be avoided. 


JANUARY 14, 1949 


From the longer-run aspect, the most important item is the 
reduction in the role consumption has recently played in the 
economy relative to business investment and Government ex- 
penditures. Adjustments which may become necessary as the 
special conditions of the postwar period gradually disappear 
will be discussed in Part III of this report. 


APPROACHING THEM IN 1949 


The goal for 1949 should be to make as much progress as 
we can within one year toward achieving adjustments which 
will maintain purchasing power on a stable basis. 

Needed adjustments 

Fulfillment of our 1949 goals for maximum employment, 
production and purchasing power will not come by chance. 
It will require wise economic adjustments, toward which 
some progress was made during 1948. Yet much remains 
to be done. There are seven areas of adjustment which seem 
to us of signal importance. 

Fiscal policy 

The large excess of cash revenues over expenditures, run- 
ning at an annual rate of more than 12 billion dollars the 
first half of last year, was the main bulwark of our anti-in- 
flationary policy. The review of Government transactions in 
Part I indicates that this surplus will disappear and change 
into a deficit unless new tax legislation is adopted, It is 
well-nigh axiomatic that the Government should operate at a 
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Corporate profits reached new peak levels in 1948, exceeding 
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substantial surplus during a period of unparalleled prosperity 
when inflationary pressures persist. This is essential not only 
to deal sensibly with the current situation, but also to permit 
fiscal policy to be reversed if recessionary trends should later 
develop which might call both for tax reductions to stimulate 
business and markets and for additional public expenditure. 

On general economic grounds, tax measures should be 
devised to result in an increase of at least 4 billion dollars. 
However, the range of prime considerations in matters of 
tax policy extends so far beyond purely economic analysis 
that ultimate decisions must be made within that wider 
perspective. 

In formulating a tax program for 1949, the following prin- 
ciples seem paramount: The additional tax measures should 
(a) provide a budgetary surplus; (b) absorb some of the 
high current profits, while avoiding tax measures which would 
lead business firms to charge higher prices or impair their 
ability to maintain desirable rates of expansion; (c) guard 
against aggravating any recessionary tendencies and provide 
sufficient fiscal flexibility to enable quick readjustments if 
such tendencies should become strong; (d) reduce the in- 
equities of previous legislation and strengthen the enforce- 
ment of the tax-collecting system. 

Clearly there are various combinations of tax measures that 
would be consistent with the foregoing principles. One 
workable combination would:include a tax on corporate profits 
and some increase in the tax on personal incomes, estates and 
gifts. Consideration should also be ‘given to reductions or 
abandonment of some excise taxes and increases of others. 
These revenue measures should have priority over any tech- 
nical improvement of the tax system in general, although ex- 
ceptions should be made for the most urgently needed 
revisions. 

With respect to taxes on corporate profits, there are some 
arguments for an excess-profits tax and others for an increase 
in the regular corporate-tax rates. The excess-profits tax has 
these advantages: It is sensitive to changes in business condi- 
tions, and therefore will rapidly reduce its demands on tax- 
payers in the event of a recession; it is difficult to shift to the 
consumer; it reduces incentives to increase prices; it may re- 
duce the pressure for increases in wages of a kind that would 
be inflationary, An increase in regular corporation rates has 
certain advantages, provided the increase is moderate; it has 
administrative simplicity; it avoids the high marginal rate 
that would exist in some concerns under an excess-profits 
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tax and that might lead to a relaxation of managerial eff. 
ciency; it avoids some of the inequities which might result 
under the excess-profits tax, In any event, the noneconomic 
elements involved in the choice between these two types of 
taxes or in a combination of the two make it clear that the 
decision should rest on the broadest grounds of policy. 

Under present conditions increases in the tax on personal 
incomes should be limited to the middle and upper brackets, 
primarily on grounds of equity. However, a further substantial 
increase in defense and military aid budgets would call for 
an increase in personal income taxes in all brackets. 

With respect to estate and gift taxes, these taxes can be 
more easily administered than an income tax with very high 
marginal rates, and such taxes have the minimum adverse 
economic effects. 

Cash receipts could be increased further by advancing the 
date of the statutory increase in pay-roll taxes. Early expan- 
sion in the social security program would strengthen anti-in- 
flationary factors now and provide for additional purchasing 
power cushions later, 

Credit policy 

In addition to the use of fiscal policy, it is necessary that 
monetary authorities at all times be in position to carry out 
their traditional function of exerting effective restraint upon 
excessive credit expansion in an inflationary period and con- 
versely of easing credit conditions in a time of deflationary 
pressures, 

In view of the problem of managing our huge war debt, the 
Federal Reserve Board has only limited power to curb ef- 
fectively any substantial pressure towards credit expansion. 
Maintaining a stable and orderly market for Government secu- 
rities means, in effect, that the Reserve Banks must purchase 
long-time marketable Government securities offered for sale 
by bank and nonbank holders and not taken by other inves- 
tors. These Federal Reserve purchases create an equivalent 
quantity of bank reserves upon which a multiple expansion 
of credit can be based, Without power to immobilize these 
reserves, the Board’s ability to restrain credit creation is severe- 
ly limited since commercial banks, insurance companies and 
mutual savings banks still hold Government securities in an 
amount of 95 billion dollars, and individuals and corpora- 
tions also hold large amounts, which could be readily trans- 
formed into bank reserves, 

Whether or not we are likely to be involved in a serious 
embarrassment on this score depends on the strength of the 
basic inflationary forces during the coming year, and on the 
measures taken to limit their impact. The forces of inflation 
may be activated by the requirements of federal expenditure 
to meet our responsibilities in international affairs, and the 
Government in that situation would need the power to meet 
the serious problem arising out of our dual objective of main- 
taining a stable and orderly market for Government se- 
curities and at the same time attempting to prevent an ex- 
cessive credit expansion. 

Such action as is consistent with the debt management 
policy includes (1) raising rates on short-term Government se- 
curities in order to make them more attractive to bank and 
nonbank holders and in order to raise the price of short-term 
money generally, (2) raising the discount rate, and (3) 
increasing reserve requirements. 

Rates on Government short-term securities were raised in 
July, 1947, and August, 1948, bringing the yield on Treasury 
certificates from about % to 1% per cent. The immediate effect 
was a pronounced rise in short-term interest rates generally 
and a moderate rise in corporate bond yields. These actions 
in conjunction with developing conditions had some deter- 
rent effect on the willingness of bankers to lend and on the 
demand for funds. Although a much more pronounced rise in 
short-term rates than has occurred in the past might be 
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gmewhat more effective in deterring credit expansion, there 
ae limitations on the possibilities of exerting effective re- 
graint through such action. 

The discount rate was raised from 1 to 1% per cent in 
January, 1948, and from 1% to 1% per cent in August. Under 
prevailing conditions, this action also can have but limited 
eflectiveness, since with their enormous holdings of Gov- 
emment securities most banks can readily obtain any needed 
funds by selling securities rather than by borrowing from 
the Reserve Banks. 

At the present time the Board’s power to increase bank 
reserves is limited to an increase of 2 percentage points 
against demand deposits for central reserve city banks. 
Under the temporary authority granted by the Congress in 
August, 1948, which expires June 30, 1949, the Board had 
power to raise reserves against demand deposits by 4 percent- 
age points and against time deposits by 1% points. Raising 
requirements by the last two percentage points allowed under 
temporary authority would increase total reserves that banks 
have to keep against deposits by about 1% billion dollars. 

Though this might help to restrain credit expansion by 
placing banks under pressure to obtain additional reserves or 
by absorbing any additional reserves that banks may obtain 
from gold imports or Federal Reserve purchases of United 
States securities, it could not have much effect considering the 
ability of the banks to obtain additional reserves. The lapse 
of the present temporary authority would add several billion 
dollars to their reserves. 

One proposed method to restore the power of the Reserve 
System to influence the volume of bank credit is to give up 
our aim of maintaining a stable and orderly market for Gov- 
ernment securities. The immediate impact of such a step. 
however, is highly uncertain. Indeed, it is entirely conceiv- 
able that, in some circumstances, the unsettling of financial 
markets following complete removal of the peg would con- 
tribute to a serious business downturn. Another method might 
be the continuance of support but at a lower level, in the hope 
that this would discourage existing holders from selling. or 
bring new buyers into the market to take advantage of higher 
yields. There is no promise that such a policy would provide 
a definite solution to the problem. A moderate reduction of 
the peg might create the expectation of a further reduction 
and increase the volume of purchases required to support the 
market. Or, if the inflationary pressures were substantial, the 
only effect might be a general rise in the structure of interest 
rates, with the Federal Reserve banks obliged to continue a 
sizable volume of support purchases at the lower peg. 

The stability of the Government bond market has been a 
significant element in the smooth postwar reconversion. This 
stability has contributed:to the underlying strength of the 
financial structure of the country. It would be a serious error 
to introduce new elements of uncertainty and possible finan- 
cial disturbances which would follow a change of the policy 
with respect to the support of bond prices. 

A constructive approach would be the granting of addi- 
tional powers to the Federal Reserve Board to vary the level 
of reserve requirements. This, together with use of other 
powers available to the System, would provide a flexible 
mechanism of credit restraint under current monetary condi- 
tions. The process would be more effective if applied to all 
banks insured by the Federal Deposit Insurance Corp. 

Authority for the regulation of consumer installment credit 
expires on June 30, 1949. This authority has had gradually 
increasing influence in checking credit extension of an in- 
flationary character. To abandon this restraining influence at 
this time would increase our vulnerability to inflationary strain. 
Voluntary adjustments in prices and wages 

Since the end of the war we have been faced with an infla- 
tionary spiral of prices and wages which at times has ap- 


peared to be burning itself out, only to flame up again under 
the impetus of new factors. At the moment we are witnessing 
a welcome abatement of inflationary pressures in substantial 
parts of the economy, while other areas are still subject to 
strong inflationary pressures. Much as we may hope that the 
present relaxations of inflationary pressures will continue and 
spread to the rest of the economy, it would be foolhardy to 
count on it. This is no time to relax our vigilance against 
the dangers of a possible spurt in the inflationary spiral. We 
need to be prepared to deal with that possibility as well as 
to make the adjustments required when markets weaken. 

An essential part of the process of adjustment depends upon 
the voluntary behavior of business, labor, and other groups. 
Indeed, it is upon the voluntary pursuit of sound economic 
policies that we rely mainly for the strength and progress of 
our economy. The forces of competition, however, are never 
wholly adequate to bring about all the adjustments required. 
In a full-employment economy beset by inflationary pressures, 
and vexed by international as well as domestic complications, 
the need is greater than ever for restraint and foresight, for 
appreciation of the interests of the whole economy and of 
how its various sectors interact upon one another. 

Price adjustments. It is the natural inclination of business- 
men to gain whatever profits they can. Profits in fact are the 
central and legitimate purpose of their undertaking. In an in- 
flationary period, higher costs, actual or anticipated, impel 
them to protect themselves by higher prices. And their ap- 
prehension of a possible recession at some later date may 
impel them to make hay while the gun shines and to make 
maximum improvement in their financial and physical posi- 
tion while profits are high. 

At the same time, the case for a moderate and restrained 
price policy rests on the law of self-preservation, once the 
conditions of self-preservation are fully perceived. For busi- 
nessmen know that maximum profits in the long run depend 
upon sustained prosperity. They know, too, that this pros- 
perity is endangered when prices are pushed so high or 
needed adjustments so long delayed as to culminate in a 
choice between the equally undesirable alternatives of slashing 
prices too rapidly or attempting to meet a softening of demand 
through cutbacks in employment and production. The hope 








SECURITY YIELDS AND MONEY RATES 


Since the end of the war security yields and money rates have 
remained at a low level, but have increased moderately in 1948 
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that businessmen actually will set their prices below the high- 
est levels that a lush market will temporarily sustain is sup- 
ported by the fact that many of them have already done so. 

The postwar level of demand has been compounded of 
many factors: the reconversion needs of business, the extraor- 
dinary character of some government programs, the use of 
wartime savings, and generally high levels of income. Wise 
management recognizes that prices geared to such a com- 
pound demand cannot be maintained when the temporary 
eiements disappear. The great danger in a situation of this 
sort is that management, feeling a decline in the pressure of 
demand, will respond by lowering the rate of production 
rather than by attempting to maintain it by making downward 
adjustments in prices. 

Recent price trends have been running in two directions. 
For a considerable range of commodities, they have been 
moving downward or leveling out. For another range of com- 
modities, the demand continues very strong in relation to the 
supply, and upward pressure on prices stili continues. These 
divergent trends indicate an over-all market situation which 
makes it more risky than a year ago to cling shortsightedly or 
obstinately to prices beyond those yielding a reasonable re- 
turn. Increasingly, month by month, there is need for discern- 
ment and discrimination in pricing policy. 

In those industrial areas in which supply has caught up 
with demand, or even exceeded it at present price levels, 
downward price adjustments to maintain a high level of pro- 
duction become essential. Moreover, where price cuts are 
made at initial stages of production, they should be passed 
through promptly at subsequent stages of production and 
distribution so as to pass the price benefits on to the consumer. 

The discriminating and prudent price adjustments which 
we have been discussing would reinvigorate demand where 
it may lag and would help to sustain continuous maximum 
production. They would assist the market in avoiding the dras- 
tic general slashes in prices which would mark the advent of a 
serious recession or depression, We should not expect the 
process of price adjustment to bring us back to the preinfla- 
tionary price level, since incomes, costs, and prices have be- 
come interrelated at a higher level of prices. 

It does not lie within the scope of this Report to point to 
exactly what individual price adjustments are required. But 
the enunciation of the principle is worth while even though its 
specific application must be left to those on the scene of action. 

Wage adjustments. Labor's interest in the maintenance 
of stable prosperity transcends even that of management, be- 
cause while profits may fall more than wages in a period of 
depression, workers and their families bear the real brunt of 
hard times. Pushing for the highest possible wage advance is 
dangerous to the economy in a period when that advance 
necessitates even higher prices. It is more dangerous if this 
course is followed when rising labor costs lead to reduction 
in employment. Wage advances that contribute to inflation 
are undesirable; but wage advances that may contribute to 
serious deflation are more so. With the balance between in- 
flation and deflation more closely drawn than it was a year 
ago, a restrained wage policy is now even more urgent in the 
interest of labor as well as management. 

This admonition should not lead to the assumption that 
wage principles and profit principles are identical. Profits 
become unreasonable when they yield more than the amounts 
which support adequate incentives for production and growth; 
but there is no upper limit to wages in exactly that sense. 
Certainly an objective of the American economy is to provide 
constantly higher real wages and a constantly improving stand- 
ard of living as rapidly as our resources will permit. Money 
wages may, however, become too high when they run ahead 
of the supply of goods so that they lead only to more inflation 
instead of more consumer enjoyment; or when they attempt 
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to yield to a particular group a larger share of the national 
output than can be theirs without undue deprivation of others; 
or when they induce unemployment. 

There is, however, sound ground for wage iacreases which 
are in line with productivity trends. Further, substantial wage 
increases are still called for in a number of instances where 
wages are substandard. The postwar inflation has led to a 
permanently higher level of prices (though not necessarily as 
high as the present level), and it would be intolerable to leave 
its worst victims without relief. The adjustments required for 
this purpose would not interfere with the movement of the 
economy toward greater stability, but would in fact contribute 
toward stability in the long run. 

It should be emphasized that the above discussion of wages 
is related to a broad anti-flation program and is based on the 
assumption that other Government and business policies wil] 
effectively contribute to stabilizing the cost of living. 
Treatment of critical shortages and capacity expansion 

While the supply situation relative to demand has greatly 
improved in most segments of the economy, this is not the 
case in a number of highly important areas. There are serious 
deficiencies of supply in the case of lead, copper, and a few 
other materials which are of vital importance to the defense 
plans of the country. These shortages appear likely to persist 
for some time under circumstances of maximum employment 
and production throughout the economy. Steel has presented 
the outstanding shortage problem since the war, and would 
present grave danger in case of the need for a much enlarged 
defense program. It is, therefore, necessary to give special 
attention to policies which may be needed in these fields. 

Expansion of capacity and production. Under develop- 
mental contracts in connection with the stockpiling program, 
substantial progress is expected to be made toward over- 
coming some critical deficiencies of supply. But this attack 
upon the problem alone is too restricted. There is need to 
determine the extent to which serious shortages will persist for 
essential products and to determine what special measures 
may be needed to stimulate the increase of capacity and pro- 
duction. While accelerated expansion in bottleneck areas 
would require materials already in critically short supply, 
this effort on a selective basis can and should move forward. 

Voluntary allocation agreements. The shortage situation 
led to the enactment of Public Law 395 authorizing the 
President to approve voluntary agreements which he finds 
will “aid in stabilizing the economy of the United States . . . 
in curbing inflationary tendencies, to promote the orderly and 
equitable distribution of goods and facilities, and to aid in 
preventing maldistribution of goods and _ facilities which 
basically affect the cost of living or industrial production.” 
The allocations under this law have been confined to steel, 
pig iron, and petroleum. In addition, the National Military 
Establishment, in fulfilling the stockpiling objectives for 
critical and strategic materials, has recently made an in- 
formal arrangement with the copper industry to furnish sev- 
eral thousand tons of copper each month, and is discussing 
similar arrangements with other industries. 

There can be no doubt that, even with this limited appli- 
cation, the voluntary co-operative efforts between business 
and Government have produced important results in directing 
scarce commodities to their more essential uses. However, as 
the proportion of a scarce commodity which is allocated in- 
creases, orderly distribution to the priority programs tends to 
be at the expense of the rest of the economy and strong in- 
flationary pressures tend to appear. 

Se!active controls 

The easing of demand in some sectors of the economy can- 
not hide the fact that for other commodities, inflationary 
forces are still strong and may increase. The existence of 
serious shortages of supply, which interfere with essential 
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yograms and which continue inflationary pressures, has been 
goted at earlier points. This problem will present itself in a 
more acute form if it should become necessary to withdraw 
gibstantial minor fractions of essential materials from the 
civilian market as a priority for security programs. There is 
sme prospect that the problems which these shortages pre- 
nt can be met by improvement in the supply situation and 
by the use of voluntary allocation agreements. This would 
be the most satisfactory solution. But attention should be 
given to the possibility that the utilization of mandatory 
allocation controls might be called for on short notice at points 
where the present voluntary programs are found inadequate. 
Since the shortages also carry the threat of serious further 
price inflation, selective price controls also call for considera- 
tion. 

The authorization of selective allocations and price con- 
trols would not need to rest upon the conviction that they 
would have to be used. It would rest, instead, upon the 
proposition that the Government should be provided with 
the weapons which may be needed in the carrying out of 
public programs and in the battle against inflation. 

Rent control 

The extreme housing shortage has caused us to continue 
rent control long after other wartime controls have been 
dropped. Continuation of these controls has held down ov» 
important item in the cost of living in the midst of general 
inflation. They are not rigid, however, since they do not 
apply to new housing, and the Housing Expediter has sub- 
stantial power to permit increases to allow for landlords’ 
expenditures on improvements or to grant relief in cases of 
demonstrable hardship. 

It is true that those who own property subject to rent 
control have earned less profit than those who have sold 
commodities in short supply not subject .to control, but the 
vacancy ratio in most rental properties is still so low that 
incomes of landlords, in spite of increases in cost, are as good 
as, or better than, earnings before the war. In addition, re- 
moval of rent control would bear most heavily on families 
with fixed incomes. At this juncture, it would also quite 
possibly stiffen demands for wage increases. Reasons for 
extending this control outweight reasons for terminating it. If 
extended for a year or two, we might hope that return to free 
market conditions could be effected at a time when other 
items in the cost of living had eased. 

Farm price supports 

Long-range farm price-support policies and programs are 
being widely discussed. The immediate concern over them 
stems partly from the drop in farm prices and farmers’ net 
incomes during 1948, partly from the associated expansion 
of Government loan and purchase operations, and , partly 
from certain adjustments in support levels, provided in 
the Agricultural Act of 1948, to take effect on January 1, 1950. 

The current concern with price-support measures should 
not blind us to the fact that they are only a part—although 
an important part—of a broad agricultural program. Three 
criteria for a sound farm price-support program are relevant 
within the framework of an economy seeking to operate con- 
tinuously at maximum levels of employment, production, and 
purchasing power. First, the program must contribute to 
maintaining adequate levels of farm income. Second, it must 
simultaneously promote sound price relationships among indi- 
vidual farm products and between agricultural and industrial 
prices. And third, it must be implemented with a variety of 
measures adequate to give real effect to the support commit- 
ments that are made. 

Farm income, to be adequate, must suffice—and must be 
sufficiently assured—to encourage farmers to continue a high 
level of production commensurate with the nation’s needs. 
Furthermore, it must enable farmers while doing this to 
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in general must 
justify the continuing investment in farm plant necessary for 


maintain the fertility of their farms, and 


achieving our longer-range production objectives. Finally, 
farm incomes must provide farmers the purchasing power to 
share fully as consumers in the output of a maximum-produc- 
tion economy. 

Intercommodity price relationships must be kept con- 
sistent with basic trends in demand and supply conditions. 
To the maximum extent possible, parity-price relationships 
and support-price programs should encourage shifts to those 
commodities that are most wanted. Rigid systems of sup- 
port, in violation of this principle, can only lead to rigid 
systems for restricting output that violate our tenets of eco- 
nomic freedom, that work against our objectives of maximum 
production, and that in the end take away from farmers’ in- 
comes through decreased volume as much as, or more than, 
they add through increased prices. 

The Agricultural Act of 1948 represents an important step 
forward in recognizing the difficulties associated with over- 
rigid supports. But while retaining this essential improve- 
ment, the precise formulas for adjustments in support levels, 
including standards for discretionary action, need careful 
review and further testing against the criteria both of ade- 
quate farm income and of adaptability to meet specific com- 
modity situations. 

A grave defect in recent agricultural legislation is its failure 
adequately to implement the declared support intentions with 
concrete measures for making supports effective. It denies 
authority for the Commodity Credit Corp. to provide neces- 
sary storage facilities. Methods of assigning acreage allot- 
ments for basic crops likewise need the most careful examina- 
tion. There is danger that the rigidity of present methods may 
in some cases hinder farmers from making needed adjustments 
in production that the support programs should encourage. 

From a broader standpoint, if price supports are to fulfill 
their proper role of encouraging the adjustment of farm 
production to our needs, they also should be supplemented by 
measures to assure consumption at the needed levels. This 
implies examination of the adequacy of the school lunch pro- 
gram and development of measures wider in scope for as- 
suring that proper diets will be continuously available to all 
our people. 

It likewise implies more aggressive action to broaden the 
utilization of farm products, to reduce the costs of processing 
and distributing them, to eliminate destabilizing speculative 
influences from commodity exchanges and other markets, and 
generally to assure that retail prices are properly propor- 
tional to the prices that farmers receive. And it would re- 
quire renewed efforts generally to devise trade mechanisms 
for making our farm products available in other countries 
where they are so sorely needed. 

The gains that agr iculture has made since the initiation of 
broadly constructive legislation in 1933 should not be jeop- 
ardized in the process of adjustment to conditions of the 
peacetime economy. Rather, we must establish the basis for 
continued progress. Price supports alone cannot be relied 
upon to achieve this. They do not, for example, solve the 
underlying problems of small farmers who have too little to 
sell. Other programs are necessary to deal with their prob- 
lems. Price supports. make their greatest contribution in 
stabilizing farm incomes against economic downturn. In doing 
so they contribute significantly also to general economic 
stabilization. 

Price supports and all the other parts of the broad agri- 
cultural program must be directed toward this over-all 
goal: That all farmers shall have opportunity comparable 
to that enjoyed by other groups for realizing the high 
standard of living that our maximum-production economy 
makes possible. 
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ill. BASIC OBJECTIVES FOR BALANCED ECONOMIC GROWTH 


During the 1930s the country fell into a tremendous under- 
use of its productive resources, This lead to a dominating fear 
of surpluses in capacities and in goods, The real problem, 
however, was how to restore full use of our productive re- 
sources and initiate a further process of growth. During the 
war years, full employment and phenomenal levels of pro- 
duction were achieved, but there remained doubts in the 
minds of many whether we would be able to maintain full 
and effective use of our resources after the return of peace. 

The Employment Act of 1946 is based on the conviction 
that our economic system can sustain high and steady levels 
of employment and production, But such an outcome is not 
automatic, It will be achieved only if business, workers, farm- 
ers and the Government are guided less by the records of the 
past than by the possibilities of the future, The Employment 
Act therefore calls for estimates of the levels of employment, 
production and purchasing power needed to accomplish the 
purposes of the law. 

This’ part of our report continues the effort begun last year 
to formulate needed levels for the American economy in a 
somewhat longer perspective than that of Parts I and II, which 
deal with conditions in 1948 and adjustments for 1949. 

Such a formulation does not substitute distant dreaming for 
immediate practical action. It simply recognizes that the deci- 
sions affecting the whole economy which we make from year 
to year will be more intelligent if we take a longer look 
ahead. The intent is to keep our objectives responsive to cur- 
rent experience by reviewing them annually, The aid of ex- 
perts in business, labor and agriculture, and in Government 
and independent research has been sought. Success in the 
venture of defining common objectives should promote success 
in the task of furthering co-operative action in the solution 
of common problems. 

Such economic objectives are not to be confused with eco- 
nomic blueprints or plans used in regulated economies, They 
are conceived simply as bench marks for the orientation of 
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Total production, as measured by the deflated gross national 
product, has increased about 3% percent a year since 1875. 
The progress hos been irregular 


O SCALE 


RATIO SCALE R 
BILLIONS OF 1947 DOLLARS 
300 


BILLIONS OF 1947 DOLLARS 
300 





ANNUAL 


OECADE ESTIMATES ESTIMATES . 


Lialel 


+ 200 











10 1 ail | Peau’ Ceees CYTES Freed Cvery 10 


1669 1679 ees 1899 1909 1189 ‘2s "30 «3S 40 4S "SO 





* DEFLATED GROSS NAT) & PRODUCT IS NOT AN EXACT MEASURE OF OUTPUT IN WAR YEARS (ESTIMATES NOT 
SHOWN ON CHART) AND POSTWAR YEARS BECAUSE OF THE SHIFT IN COMPOSITION OF PRODUCTION AND CONSUMPTION 
NOTE. DATA PRIOR TO 1929 NOT EXACTLY COMPARABLE WITH CATA FOR 1928 AND SUBSEQUENT YEARS 
SOURCE: BASED ON DATA FROM DEPARTMENT OF COMMERCE, DEPARTMENT OF LABOR, AND 
SIMON KUZNETS’ “NATIONAL PRODUCT SINCE 1869.” 




















CHART 13 
86 


private enterprise and public policies. Nor are they forecasts of 
what would be likely to happen without special effort. They 
depend upon success in accomplishing the objectives of the 
Employment Act. We present them as an attempt to integrate 
governmental and private thinking in a way that is essential 
for making rational decisions, 

In formulating these economic objectives, the future of ow 
foreign relations is now the major uncertainty. However, even 
at present levels of the defense budget and international aid 
we are able to make some progress toward peacetime ob- 
jectives. This year, for example, will see further additions to 
plant and equipment and a further improvement in the 
standard of living. A deterioration in the international out- 
look, bringing the necessity for greatly increased defense pro. 
grams at home and military aid abroad would reverse the 
situation, But an assumption underlying the economic ob. 
jectives now presented is a gradual improvement in interna- 
tional affairs. 

Between the decade beginning in 1869 (earliest available 
estimates) and the decade ending in 1918, the gross output 
of the economy doubled about every 20 years. This is shown 
in Chart 13. 

From 1919 to 1929, a very high rate of expansion resulted 
in an increase of 33 per cent. In the next 10-year period, in- 
cluding the Great Depression, but little gain was registered. 
A visitor from Mars looking at the national production chart 
would have imagined that one quarter of the arable land had 
been destroyed by a flood, over one quarter of the population 
wiped out by plague, and one quarter of the industrial plants 
destroyed by earthquake. From 1939 to 1948, including the 
war years, the increase in output was resumed and a rise of 
more than 50 per cent was accomplished. Thus, from 1919 to 
1948 the output of the economy again doubled. 

In addition to the increase in output, the number of leisure 
hours has risen substantially. In the last century, the hours 
worked were frequently as high as 70 or more per week. In 
manufacturing industries, the average weekly hours of work 
have dropped more than 20 per cent since 1909. 


PRODUCTION OBJECTIVES 


A reasonable development for the next few years would bef 


an annual increase in output of about 3 per cent. This target 
depends upon several factors, chief among them being the 
growth in the labor force, the length of the average work 
week, and the output per man-hour. 

It is estimated that our population will increase less than 
1 per cent annually over the next decade, compared with 
about 2 per cent in the period 1870 to 1919. Since the pro- 
portion of the population within age brackets seeking work 
will increase slightly more, the increase in the labor force is 
estimated at about 1 per cent a year. This increase allows 
for about a million and a half net immigration over the next 
10 years. It assumes that expanded Social Security legislation 
will enable more old people to retire somewhat earlier. Young 
people may enjoy longer educations but will engage in con- 
siderable summer and part-time work. 

Although average hours worked per week are now at a 
level consistent with health and reasonable leisure, some re- 
duction in annual working time would result from continua- 
tion of the present trend toward additional holidays and paid 
vacations. Such reductions would partially offset the increase 
in the labor force. Under these circumstances, economic 
growth over the next few years would depend to a consider- 
able extent on the rise in output per man-hour. 

As far as conclusions can be derived from deficient sta- 
tistics, it appears that output per man-hour has increased on 
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the average by nearly 2 per cent per year for a half century or 
more. The rate of increase for manufacturing industries has 
heen about 3 per cent. Over the next few years, a productivity 
increase for the whole economy averaging somewhat more 
than 2% per cent a year should be possible. This rate of 
productivity increase is based on the assumption that Gov- 
emment, labor, and management co-operate fully in achieving 
maximum productive efficiency. To achieve it requires con- 
tinued large investment in labor-saving plant and equipment, 
expanded research, and lessening of restrictive practices on 
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in the Industrial production is at a record for peacetime. It is almost 







mal out-f double the rate of 1935-39, and has increased far more than 
‘11se pro- § other types of production and services. 
erse the This high rate of total industrial production partly reflects 





the abnormal composition of postwar demand. It results from 
very large purchases of new equipment by domestic busi- 
ness, large purchases of consumer durable goods, large ex- 
ports, and large Government orders for the defense programs. 
Over the next few years, with an expected increase in the 
rate of consumption, particularly of services, industrial pro- 
duction is likely to expand at a rate somewhat less than total 
output. 
Agricultural production 

Agriculture and fishing, not counting processing of food 
and other farm products, account for about one tenth of the 
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and had total output of the economy. In 1948, we produced enough 
pulation food to maintain per capita consumption at 12 per cent above 
| plants § the 1935-39 average, and to ship abroad three to four times 
ling the as much food as in that prewar period. Assuming peacetime 
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conditions in the world, we do not expect to continue to ship 
abroad the large quantities of foods that have been required 
in the last few vears. On the other hand, exports and domestic 
industrial use of nonfood agricultural products may be ex- 
pected to increase. 

It should be our aim to increase further the per capita do- 
mestic food consumption, in order to provide adequate diets 
for the many millions of families whose consumption is con- 
siderably below a desirable standard. Even so, the increase in 
the over-all production goals for agriculture does not need to 
be as large as in those for other industries. Allowing for reduced 
food exports, it is estimated that a 1 to 1% per cent annual 
tise in agricultural output would provide adequate nutrition 
for an increasing population. Because of improvement in farm 
productivity, it should be possible to accomplish this objective 
with a somewhat reduced labor force in agriculture. 

Eneraqv production 
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- Half our nonhuman energy now comes from wash about 
orce is One third from oil, one seventh from natural gas, and 4 per 
allows cent from water power. Practically all the water power and 
‘e next] 22 increasing proportion of the fuels are converted to elec- 
slation@ icity. It is not regarded as likely that such potential further 
Young Sources as atomic energy, sunlight, wind and tides will play a 
a oa significant role within the next few years, although they de- 
serve continuing exploration and development in view of the 
+ oe exhaustible character of mineral fuels. 
ae a Historically, the trend of increasing reliance on nonhuman 
tinua-@ ergy has been partially offset by increased efficiency of 
J paid °mergy utilization. Nevertheless, the demands on primary 
crease ¢hergy sources (fuels and water power) have increased nearly 
nomic! i proportion to total national output. It may be expected 
aide that the total need for mineral fuels will continue to in- 
crease at about the same rate as total output. 
> ale It is impossible to predict what expansion will take place 
ed on in the development of power through the use of coal, oil, 








JANUARY 14, 1949 








PORT 











GROWTH OF POPULATION AND 
THE LABOR FORCE 


During the past 60 years, the labor force has increased about 
180 percent and population about 130 percent. | 
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natural gas and water power, respectively. Competition 
among these rival sources is sharp, .and technical develop- 
ments still in the making will play a large part in shaping 
relative growth trends. A sound conservation policy should 
encourage the use of water power and coal as against the 
more quickly exhaustible oil and natural gas. 

The use of electric power has increased tremendously 
since the war, and there is no sign of any tapering-off in the 
development of expanded and new uses for this most con- 
venient form of energy. The wider use of light metals and 
other electrometallurgical and electrochemical products, in 
addition to the further mechanization of industry in general 
and the rapid growth in rural electrification, promises a con- 
tinued increase in the demand for electric energy. 


INVESTMENT OBJECTIVES 


The unprecedentedly heavy investment of the past few 
years has brought capacity in most lines of business up to a 
reasonable relationship to current demand. Utilization rates 
are high, but no longer excessively so in terms of what might 
be expected under sustained high employment. In a few indus- 
tries which were greatly expanded during the war, such as 
aircraft, shipbuilding and magnesium production, excess 
capacity. prevails. On the other hand, remaining bottlenecks 
in production of metals and electricity, the transmission of 
gas, and in transportation indicate areas where we have not 
caught up and where provisions should be made to restore an 
adequate reserve margin. 

A more difficult question concerns the quality or condition 
ot our present productive faeilities. Whether they are now in 
better or worse condition than at some previous time, they 
are less modern and less efficient than they could be. 
The newest and best types of facilities in any industry are 
superior to the bulk of those in use, and still better types 
are generally in the offing awaiting development and intro- 
duction. This situation is a normal and necessary conse- 
quence of the progress of technology and the durability of 
capital goods. Technology is always in the lead. If techni- 
cal development were to cease tomorrow, American industry 
could still go on for many years modernizing its plants 
up to present attainable standards, with large investment 
outlays and large gains in efficiency. 
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Needed investment in manufacturing 

Some indication of gross investment requirements in manu- 
facturing industry may be gained from a study of the relation 
between gross investment outlays and capacity expansion dur- 
ing the past three decades, 

Contrasting 1919 with 1929 (both years of reasonably high 
utilization of industrial capacity), the Federal Reserve Board 
index number of manufacturing output rose by 38 points (on 
the 1935-39 base). This is a rough measure of the expansion 
in industrial capacity achieved in that interval, From 1929 to 
the spring of 1941, again taking an interval between two dates 
with reasonably high utilization of capacity, the production 
index rose another 40 points, In 1948, with high utilization, 
the index was another 48 points higher. 

In these three periods of industrial growth, the gross out- 
lays for new nonwar manufacturing facilities—in 1947 prices 
—were almost precisely in proportion to the amounts of ap- 
parent expansion in capacity. The record of thirty years thus 
puts an approximate price tag on expansion and moderniza- 
tion—somewhat below 1 billion dollars (1947) for each point 
of capacity expansion in terms of the Federal Reserve index. 

This analysis of the record of production under conditions 
of full employment suggests that to maintain adequate manu- 
facturing facilities the future ratio of new investment to total 
production may be below that of 1948. 

Needed investment in electric utilities 

Electric utilities is another important field in which it 1s 
possible to venture a projection of gross investment require- 
ments. Consistent with our estimate of an increase of 3 per 
cent annually in total production, an acceptable estimate of 
the annual increase in electric utility output is 20 to 25 bil- 
lion kilowatt-hours. To provide for this output at reasonable 
ratios of plant-use with allowance for restoration of that 
normal margin of reserve capacity which is now lacking in 
many parts of the country, we should need to increase ca- 
pacity each year by approximately 5% million kilowatts, Al- 
lowing % million kilowatts for further retirements of obsolete 
capacity as soon as the present tightness of reserve capacity 
is alleviated, the necessary gross addition of capacity would 
be 6 million kilowatts each year. Capital outlays per kilowatt 
of capacity for generation, transmission, and distribution fa- 
cilities are estimated to run between $400 and $500, de- 
pending partly on the proportions of steam and hydroelectric 
capacity built. The annual addition to capacity of about 6 
million kilowatts would involve an outlay of 2% to 3 billion 
dollars per year. 

This rate of expansion is substantially higher than that at- 
tained in 1948. Privately and publicly owned utility systems 
have reported plans for additions of about 18 million kilo- 
watts of capacity over the next three years. It appears alto- 
gether likely that, assuming sustained growth and activity in 
the whole economy, the electric utility expansion program 
would have to continue at better than 1948 rates, For the next 
two or three years the rate of expansion is limited by the ca- 
pacity of equipment producers; that capacity is itself being 
increased, but no substantial margin of reserve for possible 
military requirements is in sight 
Needed investment in mining facilities 

In mining, a major proportion of the foreseeable expansion 
will undoubtedly come in mineral fuels, now supplying 96 
per cent of our energy. As noted in the discussion of produc- 
tion objectives, the total requirements for mineral fuels are 
unlikely to increase more than the 3 per cent per annum set 
for national output as a whole. There is some reason to expect, 
however, that more capital investment might be involved in 
relation to capacity expansion than in the past. The sharp 
competition which is in prospect among coal, oil, gas, and 
electricity will speed certain technical developments, all of 
which require relatively large amounts of capital. These are: 
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(1) further mechanization of coal mining; (2) gasification of 
coal; (3) synthetic oil; (4) further substitution of electricity 
for direct use of fuels. - 

In the coal-mining industry, there are great potentialities 
for further mechanization of mining, handling and cleaning 
operations. With sustained high employment, the demand for 
coal should increase substantially, though the amount of in. 
crease will depend mainly on the development of liquefaction 
and gasification of coal, and other new uses. However, expan- 
sion of markets may not automatically call forth correspond- 
ing outlays on facilities. In relation to output, coal mining 
requires a large capital investment which is only slowly re- 
covered in earnings. The inducement to make major capital 
outlays hinges on the competitive outlook far into the future, 
This means that within the next few years we may have to 
face a major adjustment problem. Investment in coal mining 
and handling facilities may be checked, even prematurely, by 
uncertainty concerning the possible competition of atomic 
energy. 

The petroleum industry spent about a billion and a half 
dollars in 1948 for wells and other facilities for production of 
crude oil in the United States, and probably almost as much 
for domestic facilities for transportation, refining and market- 
ing. The need for continued expansion is clear, but all esti- 
mates of future investment must be conditioned upon the 
rate of development of new oil reserves. 

In 1947, 2.7 billion barrels were added to visible reserves 
of petroleum, and in 1948 about 3 billion barrels. Since only 
2 billion barrels Were withdrawn in 1948. our known reserves 
have expanded roughly in line with the trend of increase in 
production, In the interests of national security, we should 
attempt to maintain or improve the relationship between re- 
serves and production. If new reserves could hereafter be 
added at the 1948 rate, capital outlays at about the 1948 scale 
would have to be maintained, Any increase in the difficulty 
of development of new reserves would be reflected in larger 
outlays in relation to accomplishment. At the same time, hicher 
prices resulting from such higher costs would have the offset- 
ting effect of encouraging substitution of imports, synthetics, 
or other fuel sources, 

The rapid expansion of natural-gas production and trans- 
mission accounts for the bulk of current cavital outlavs in the 
whole gas industry. The natural-gas utility companies spent 
427 million dollars on pipe lines in 1948 and a further 234 
million on other facilities. The industry association has esti- 
mated the current expansion program outlavs at 2,650 mil- 
lion dollars over the five-year period 1948-52, which implies 
a large decline from present rates of expenditure, The program 
figures for the later vears are almost certainly too low, if only 
because plans are not fully made so far in advance, On the 
other hand, the expansion of long-distance natural-gas_ pipe 
lines seems unlikely to continue at present rates for as long 
as a decade. The present market advantage of gas over other 
fuels in some industrial regions will be reduced somewhat as 
higher field prices and pipe-line construction costs are re- 
flected in delivered gas prices. Moreover, more rigorous ap- 
plication of public policies which encourage the use of natural 
gas in the areas of its production rather than transmission to 
other areas may limit the investment requirements of the 
gas industry. 

Another mineral industry which we know will require large 
capital outlays in the near future is iron-ore mining. Deple- 
tion of the high-grade Mesabi ore makes necessary the imme- 
diate development of alternative sources. Whether this takes 
the form primarily of exploitation of new sources in Labrador 
and elsewhere, with heavy transportation-facilities outlays in 
addition to the mining development proper, or whether it 
involves primarily the construction of beneficiation plants for 
low-grade domestic ore, the new investment outlay will be 
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enormous. Development of foreign sources will involve 


international investment by United States companies. 
Railroad investment 

Although transportation as a whole is increasingly impor- 
tant in the national economy, much traffic has shifted from 
railroads to other carriers. It is anticipated that, in line with 
trends of the past two decades, further freight traffic will be 
shifted to trucks, pipe lines and waterways, and passenger 
trafic to air lines, automobiles and busses. Rail freight traffic 
would continue to increase, though slowly, while rail passen- 
ger traffic would substantially diminish. 

The need for freight cars is conditioned by the expansion 
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lowly re- of traffic (which we may assume to be partly offset by con- 
r capital tinued improvement in efficiency of car use) and the ab- 
e future. § pormally heavy replacement requirements arising from war 
have to # and postwar conditions of heavy traffic and steel shortage. It 

I mining js estimated that the average service life of new freight cars 
urely, by now being built will be about 30 years with allowance for the 
| atomic fF normal proportion of rebuilding. To provide a 1 per cent 
annual increase in cars in use and reduce the average age of 

da half § cars from 32% in 1947 to 30 vears by ten years from now, 





ction of 


; would require car purchases at the rate of 120,000 a year; or 
as much 


just the number for which steel has been allocated under the 







market. present voluntary program. With appropriate allowance for 
all esti- car rebuilding, such a freight-car program would cost about 
pon the 500 million dollars a year at 1947 prices. Any acceleration of 





this program for rehabilitation and, expansion of our freight- 









reserves @ car fleet, for national security reasons, would require a car- 
ice only building schedule substantially larger than the present one. 
rescayes Because of the expected loss in passenger business and its 
Teas€ lM @ small importance as compared with freight, only a small part 
- should of the necessary equipment outlays should be for passenger 
veen Te- @ cars. The annual average rate of outlays should be about 
fter be $80,000,000 at 1947 prices, or roughly the same as in 1947. 

48 scale Railroad motive power is in process of Dieselization. In 
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1947, less than 4 per cent of all locomotive units ordered were 
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powered by steam. In view of the superior operating efficiency 































’ hicher of Diesel locomotives, any projection must assume a continued 
p offset: upward trend in traffic handled per locomotive, With allow- 
ithetics, Hance for this factor and the age of present locomotives, the 
projected traffic level would call for about 1,800 new units per 
bebe: year. An annual outlay of about 450 million dollars (1947 
s in the prices) is entailed. This analysis makes no allowance for the 
: “er possible substitution of gas-turbine locomotives on a sub- 
ed an stantial scale, which is still uncertain. 
oo In view of the trend to higher speeds and heavier trains, 
“ mil- substantial expenditures on permanent way will be needed to 
implies reduce grades and curves and lay heavier rail. Rail replace- 
if ool ment needs are closely related to the amount of freight traffic. 
On de Total outlays on roadway and structures, in keeping with the 
_....& other projections, should average annually about 300 million 
: it: dollars, a rate slightly in excess of the current rate. 
+ oe Total capital requirements of the railroads would amount 
hot an about 1.3 to 1.4 billion dollars (1947 prices) annually, 
are re. & Tebresenting a rate about one sixth higher than in 1948. Actual 
ae outlays will, of course, depend largely on earnings, rates, con- 
vatural @ Stuction and equipment costs, and the availability of ex- 
a ternal financing. 
sion to 
of the Highways ; 
Highway traffic has increased faster than total production, 
oui population growth, or highway capacity. An annual 3 per 
Depie cent increase in output and transporation would require an 
imme-§ *2nual expenditure of at least 4 billion dollars for mainte- 
s takes Dance, repair and new construction of our road system. About 





one third of this should be assigned to city streets and ex- 
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need are much lower than they were in the 1920s or in the 
1930s and far less than what is needed for the future. Pro- 
vision for the flow of traffic implied in our production goals 
calls for an increase in these expenditures as labor and ma- 
terials are released from other uses. It also implies a balanced 
and economical use of both railroads and highways. 
Agricultural investment 

The amount of investment that will be required in agri- 
culture to expand output in line with consumption require- 
ments will depend considerably upon the nature of future 
technological developments. Over the 30 years prior to the 
war there was little change in the combined value, measured 
in constant dollars, of farm horses and mules and farm ma- 
chinery. The substitution of tractor and tractor-drawn ma- 
chinery for animal power has, however, been an important 
factor in the substantial increase in farm production. The 
reduction in feed requirements for horses and mules has freed 
many acres for other production. Great increases in produc- 
tivity have likewise arisen, without any corresponding increase 
in capital, from developments like hybrid corn and im- 
provements in animal breeding and feeding. 

During the war, the pressure for rapid expansion of produc- 
tion, high labor costs and increased farm income combined to 
bring about a rapid increase of investment in tractors and 
other machinery. This increase has been accelerated since the 
war as such equipment has become more readily available. 
From January 1, 1940, to January 1, 1948, the number of 
tractors on farms, and the volume of other machinery and 
equipment, more than doubled. Farmers’ purchases of motor 
vehicles, machinery, and equipment for use in production and 
their expenditures on farm buildings totaled nearly 10 billion 
dollars from 1940 through 1945—an average gross investment 
of more than 1.5 billion dollars a year in current prices, 
equivalent to 2 to 2% billion in 1947 prices. Since the war, 
however, these outlays have averaged around 4 billion dollars 
annually (1947 prices). Over the next few years, an annual 
gross investment would be desirable at least equal to that 
during the war years. 

Another form of agricultural investment that will be needed 
is in breeding-herds of livestock. The consumption goals that 
have been outlined include, along with the increase in total 
production, a substantial shift in favor of livestock products, 
which are favored both nutritionally and in taste preferences 
of consumers. Since the war, however, livestock numbers have 
been decreasing. To attain and maintain the level of output 
of livestock products that appears desirable, over 1 billion 
dollars (1947 prices) should be invested within the next few 
years in building up herds and flocks. Adding this to the in- 
vestment in farm power and machinery gives around 3 billion 
dollars as an annual farm investment goal. 

In addition to the investments just discussed, a substantial 
amount Should go into land improvements for conserving the 
soil and maintaining or increasing its fertility. It is difficult 
to separate farmers’ outlays of this kind between capital invest- 
ment and current expenses. In addition to farmers’ private 
outlays, substantial public expenditures are needed for irri- 
gation, drainage, land retirement, and for encouraging the 
widespread adoption of conservation practices in farming and 
grazing. Public measures in this field are discussed in a 
subsequent section. 

Forest investment 

To establish adequate forest-growing stocks and otherwise 
to put our forests in shape to yield the increased timber 
growth needed by our economy will call for substantial in- 
vestment in access-road construction in our national forests 
and in privately-owned timberland, in planting and timber- 
stand improvement, and in protection of forests from fire, 
insects and disease. Forest investment needs are not limited 
to the objective of timber growing but also include expanding 
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needs for watershed development, forest recreation, forest 
range and wildlife. 
Commercial construction 

New commercial facilities, including stores, restaurants and 
other service establishments, follow the growth and redistri- 
bution of population. Urban redevelopment programs and ex- 
pansion of suburban residential areas will create the need for 
commercial construction. In addition, there is need for ex- 
pansion of trade facilities even in many areas of stable popu- 
lation, since sales and activity are now much higher than at 
the time these areas were developed. Office space is also scarce 
at the present time, vacancy ratios being less than 1 per cent. 
The volume of construction of stores, restaurants, and garages 
is currently running at about the levels needed to serve an 
economy growing at the rate ours should expand. However, 
building for offices and warehouses is very low and will need 
to increase from a third to a half to take care of present and 
future needs. 

In the immediate future, there is need for restraint in com- 
mercial construction in order to channel materials into hous- 
ing. Over the longer range, however, commercial and private 
institutional construction should increase somewhat as a 
proportion of the total, and account for 2 billion dollars or 
more per year. 


The foregoing analysis suggests that the proportion of re- 
sources currently being devoted to productive facilities as a 
whole is somewhat higher than the level that will be required 
on a sustained basis over the next few years to meet maximum 
production objectives in a self-sustaining and steadily grow- 
ing economy. Additions to capital equipment in the past were 
accomplished in spurts, and periods in which they exceeded 
long-run requirements were followed by periods in which 
they fell far short. These violent fluctuations in private capital 
outlays have been a major factor in generating booms and 
depressions. 


OBJECTIVES FOR CONSUMPTIVE AND LIVING STANDARDS 

In an economy of steady growth moving from postwar to 
peacetime conditions, the output of consumer goods and 
services should increase not only in absolute amounts but also 
in ratio to total production. In 1948, consumers were receiv- 
ing about 70 per cent of gross output, compared with 76 per 
cent in 1929 and 75 per cent in 1939. Even allowing for the 
contingency that Government expenditures and net exports 
may hereafter account for a larger portion of the Nation’s 
Economic Budget than in previous periods of high employ- 
ment, it is felt that final consumers should absorb at least 75 
per cent of all goods and services within a few years. Coupling 
this with the growth of the economy as a whole, the result 
would increase total consumption per year by about 4 per 
cent and per capita consumption by about 3 per cent above 
present levels. 

This higher consumption pattern must be brought about by 
a substantially equivalent increase in total consumer income. 
It will require improvements in the distribution of that in- 
come not only to avoid areas of want in a land of plenty, but 
also to avoid higher saving than is necessary to permit the ex- 
pansion of investment needed for stable growth. 

Changes in consumption patterns would flow from these 
desirable developments. We have already witnessed great 
strides forward in standards of consumption of food and other 
goods, although here the standards of many low-income fam- 
ilies leave much to be desired. On a national basis, we have 
fallen behind in terms of housing accommodations, medical 
and other health care, and the provision of educational fa- 
cilities. Assuming higher and better-distributed incomes, and 
adequate governmental programs, relatively greater increases 
may be expected in these areas. Increased leisure will pre- 
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sumably result also in more travel and higher recreational ex. 
penditures in general. 

Periods of high income and employment are also usually 
associated with a high proportion of expenditures for durable 
consumer goods, To some extent in the past this has been 
the result of the fact that in years of depression such purchases 
have been postponed, Still, there is little doubt that an enor. 
mous potential market exists for the durable appliances which 
have contributed so much to the convenience and comfort of 
modern life. Services and durable goods may hereatter ab. 
sorb a higher proportion of consumers’ budgets than they did 
before the war. Nevertheless, there would also be some ip. 
crease in food consumption, especially in the variety «nd in. 
terest of the diets of lower income groups, and in other types 
of nondurable consumption. New frontiers will be provided 
for the development of private initiative by the rise in living 
standards. The enlargement of many community and goy- 
ernmental services will also be required. 

Balancing production and consumption 

At present, private capital expenditures are running at 15 
per cent of the Nation’s Economic Budget, reflecting in part 
the need to make up for wartime and some prewar deficien- 
cies. The shift to more sustainable long-run patterns will re- 
quire a relative decline to about 11 or 12 per cent of the 
Nation’s Economic Budget, though perhaps a moderate in- 
crease in absolute amounts. In addition, certain other ele- 
ments of the Nation’s Economic Budget, such as the Govy- 
ernment’s foreign-aid program and expansion of business 
inventories, will decline in absolute or relative importance. 
To some extent, urgently needed domestic programs of the 
Government will take their place. Nevertheless, to reach 
sustainable patterns of growth will require that personal con- 
sumption increase by considerably more than total output 
and assume a larger relative share in the Nation’s Economic 
Budget. This means that the general standard of living can 
and should rise substantially. 

In the immediate situation there may appear to be a con- 
flict between the increase in consumption needed to attain 
long-run objectives, and the actuality of inflationary forces 
to which largely increased consumer demand would fur- 
ther contribute. The more fundamental danger is that the 
automatic forces of the market tending to increase con- 
sumption are of uncertain and perhaps insufficient strength 
to bring about needed changes in the patterns of income 
and expenditure when the temporary factors in demand 
decline. 

One of the great dangers ahead is that the process of ad- 
justing to these changed patterns will lead us into a depression 
through failure of consumption to rise sufficiently. But to be 
forewarned is to be partly, though not wholly, forearmed. 
Major reliance should be placed upon, and full encourage- 
ment given to, those free automatic forces within the economy 
which bring about adjustments. We must get from privately 
organized activities as much handling of the nation’s eco- 
nomic problems as they are capable of achieving. But we 
should be prepared to supplement them when needed 
through appropriate Government policies directed toward 


- economic balance at the highest feasible levels of activity. 


In this, we should not neglect the problems of those whose 
living standards have lagged seriously even during past and 
present periods of high prosperity. 


PROMOTING ECONOMIC GROWTH 
The Government has played an historic role in stimu- 
lating the growth of private industry. In earlier times, this 
aid took the form of grants and protective tariffs. Present-day 
conditions require new methods. One of these, developed in 
recent decades and particularly during the war, is Government 
scientific research and development. 
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esearch and information 

Progress in this field for military purposes indicates the 
zemendous benefits that may result from scientific research 
for peacetime application. Research in managerial techniques 
ad market information can also be of great value, particular- 
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wea ly to small business. The fact-gathering and statistical services 
i onal of the Government are of enormous value to business man- 
°s which 9 farmers and others. There are many gaps in this 





service which will need to be filled in future years at the 
same time that care is exercised to see that duplication is 
avoided and economies are effected. Standardization and 
gading of commercial products and regulation of con- 
tainers and practices have also promoted equitable and 
economical commerce. 

The Government can make a signal contribution to the 
steady expansion of private industry by accepting responsi- 
bility for promoting maximum levels of employment, produc- 
tion, and purchasing power. When business has confidence in 
the determination to exercise this responsibility vigorously, 
investment planning will be guided more by long-range ob- 
jectives of economic growth and will be influenced less by 
fear of impending downswing and depression. The major task 
of such investment planning would then be to gauge correctly 
the impact that an expansion in national income will have on 
the demand for specific products, instead of guessing whether 
general economic activity is going to expand, shrink, or col- 
lapse. The Economic Reports under the Employment Act 
should progressively help in this task. 

Financing business expansion 

Since the war, capital in large amounts has been available 
for business reconversion and expansion. This has been due 
mainly to the large volume of liquid assets accumulated by 
business during the war, as revenues expanded faster than 
indebtedness, and to the unprecedented volume of profits 
available since the war for reinvestment. Also, both long and 
short-term credit has been available at low interest rates. The 
only source of capital which does not appear to have been 
large, compared with earlier experience, has been outside 
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forces § equity capital. Total new money raised in the stock market 
id fur- § has been somewhat smaller than during the prosperity of the 
iat the @ late twenties. But this has been so far offset by retained earn- 
e con-§ ings that business debt-equity ratios are now generally more 
rength § favorable than in the two previous decades. — 
income Whether the financial needs of business can be satisfied in 
emand § the future depends importantly on the level of profits. These 
are the immediate source from which the bulk of financial 
of ad-§ needs is met, and are also an important factor in the availa- 
ression § bility of outside capital, both loan and equity. Abundant 
to be § profits during the past two years have ‘stimulated and _per- 
urmed. § mitted business investment so large in proportion to total 
urage- § national income that it is probable that investment of a 
onomy § lower proportion in the future will meet our long-term peace- 
ivately § time needs. The general level of profits should continue to be 
s eco-§ ample so long as we are successful in maintaining high pro- 
ut we § duction and employment. 
eeded It should not be assumed, however, that financial resources 
oward § will be adequate for all types of business, or that a higher 
tivity. § share of equity investment would not be desirable. Difficulties 
whose § arise, particularly, for small and new business enterprises, 
tt and which often find it difficult to obtain long-term bank loans 
and practically impossible to secure outside equity capital. 
It is undoubtedly true that certain features of our tax system 
bear particularly on equity financing. When a reduction in 
stimu-§ taxes becomes possible, the tax system should be revised to 
this strike the best balance between the objectives of maintaining 
it-day § adequate consumer markets and of providing capital of the 
ed in} needed character in adequate amounts. 
iment Important also are the long-range changes that have taken 
place in the distribution of income and in the saving habits 
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of the people. Economic policy should recognize that the bulk 
of saving will come from people in the middle income brack- 
ets, who are rightly more concerned with the safety of their 
investment than with gains that involve high risks. This calls 
for financial institutions that transform these savings into 
venture capital. Study should be made of the experience of 
nation-wide or local investment companies which can extend 
venture capital with diversification of risks. The possibilities 
of developing other types of organization which could ef- 
fectively channel private savings into venturesome fields of 
investment and the extent to which the Government can pro- 
mote them require thorough exploration. Also, the legal and 
economic problems of investment of insurance reserves re- 
quire continuing study in the light of the change in saving 
habits of the people and the changing demand for industry 
financing. The Council of Economie Advisers will continue its 
work upon these problems. 

Promoting competition 

The problem of achieving a steady rate of growth of our 
economy is intimately bound up with the way the price 
mechanism operates. If it operates so as to promote balance 
among prices, wages and profits, the role which Government 
will be called upon to play in seeking to maintain high levels 
of employment is thereby reduced. A healthy competition 
among sellers is an indispensable prerequisite for the proper 
functioning of the price mechanism in promoting a balanced 
growth in the rates of consumption and investment. 

In this connection, the role of the antitrust policy is of 
fundamental importance. It is designed to hold in check pri- 
vate monopolistic control, to encourage the competitive forces 
which induce improvement and expansion and to maintain 
freedom of entry for new and enterprising firms. The impor- 
tance of strengthening the antitrust laws has been repeatedly 
emphasized in earlier Economic Reports. 

Healthy competition, however, cannot be kept adequately 
in play. simply by legal prohibitions. It must rest upon the at- 
titudes and motivation of business managements. If they were 
generally to prefer monopoly to competition, restrictionism to 
expansion, high profit margins on low production to lower 
profit margins on high production, security to innovation, then 
the essential basis of the private-enterprise economy could be 
undermined. 

Whether competition is effective now lies substantially with- 
in the control of business itself. In highly concentrated indus- 
tries, there is a choice between two roads to profits. One lies 
in the direction of exploring all avenues of reducing costs and 
prices and expanding sales, the other in the direction of ex- 
ploring all avenues of avoiding price competition with one’s 
rivals. The latter, if dominant, could greatly retard growth 
even though held short of practices and agreements in viola- 
tion of the antitrust laws. 

If the Government uses the fiscal and other powers at its 
disposal to moderate the swings in general business activity, 
effective competition should keep cost-price margins down to 
the levels of reasonable necessity and adjust capacities to the 
expectation of greater stability. The extent to which this effec- 
tive competition in large-scale industry is forthcoming will do 
much to determine what kind and degree of Government 
action will be needed to promote economic stability and 
growth. 

Agricultural growth 

Our production goals require not only continued expansion 
of total agricultural output but also particular adjustments to 
the anticipated domestic and foreign-demand pattern for foods 
and other farm products. In addition, shifts in tvpes of output 
and in farming practices are needed to sustain the fertility 
of our land. Increased agricultural investment, both public 
and private, is needed in order to support these changes and 
to make the most efficient use of our labor, 
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SOURCES AND USES OF CORPORATE FUNDS 


Internal sources, mainly retained net earnings and depreciation 
reserves, supplied a larger part of corporate financial 
requirements in 1948 than in 1947. 
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Achievement of these goals will require rapid advancement 
of farm technology and its practical application, This means 
emphasis on research, education and other programs to aid 
farmers in carrying out shifts in production and management 
practices, These programs should include special technical as- 
sistance and adequate credit facilities. 

Long-term programs for supporting farm prices and in- 
comes, because of their immediacy, are discussed somewhat 
more fully in Part II of this report. 

The long-run downward trend in the proportion of our total 
labor force needed for farm-production requirements will 
continue, It is essential to broaden the educational opportuni- 
ties for farm children, and to plan vocational training that will 
help a part of the farm population to qualify for profitable 
off-farm pursuits, 

It is one of the unfortunate but salient phenomena of our 
economy that countless families have incomes too low to 
maintain adequate diets even in periods of high prosperity; 
and all too frequently these families have suffered even more 
than others when prosperity has tapered off or disappeared. 
While better training for earning higher incomes should be 
the main approach to this problem, we know realistically that 
it creates a vicious circle to wait for families to improve their 
own lot while depriving them of the food, housing, education 
and medical care which must be at the foundation of this 
improvement. Our national nutrition program should be 
further developed. 


CONSERVING AND DEVELOPING THE NATION’S 
RESOURCES 

Continuing heavy demands for national security and foreign 
aid following the war place a heavy drain on many natural 
resources while at the same time requiring some reduction and 
deferment of essential programs for their conservation and 
development. Yet the requirements of a high-level. economy 
for agricultural and forest products, oil, minerals, electric 
power and other basic materials can be met only by early 
action. This calls for a careful screening process, selecting 
the most urgent and productive projects for development now, 
and pushing ahead with preparatory work for others. We 
must re-examine our development programs in such fields as 
reclamation, and assess them in terms of our national-pro- 
duction objectives and of alternative means for achieving the 


92 


—$—$__ 


same results. There is danger in doing too much now; there 
would equally be danger in a penny-wise but pound-foolish 
policy that weakened our native strength. 

Water resources and power 

A number of programs and projects are now being under. 
taken, particularly in the West, for controlling and using wa- 
ter tor various purposes, including irrigation, navigation, flood 
control, hydroelectric power and industrial and municipal 
use. Some of these programs require re-examination in 
broad perspective to determine which essential aspects, such 
as hydroelectric-power development, should be pressed for. 
ward with great speed, and which may be postponed. 

The desirable annual increase of 3 per cent in the output 
of the economy is not likely to be achieved without a consid- 
erably greater increase in electric power. It has been indicated 
that facilities able to produce 6 million kilowatts of electric 
power should be added annually to our capacity. Perhaps 30 
per cent of this might be furnished most efficiently through 
public hydroelectric-power developments, at an average an- 
nual cost in the neighborhood of 800 million dollars, including 
programs for which the Federal Government has direct re- 
sponsibility. It is essential that public power programs be ex- 
panded in the coming year, including construction of 
transmission lines where needed, even where this requires 
temporary allocation of scarce materials for construction of 
dams and generators. Hydroelectric power tends to be lower- 
cost power; it economizes irreplaceable mineral fuels. 

Land resources 

While much progress has been made in the conservation 
and efficient use of our existing farm land through educa- 
tion, co-operation and the efforts of individual farmers, much 
remains to be done. One quarter of our cropland is being 
damaged at a rapid rate by erosion and other causes, and 
must be placed under sound conservation practices within 
the next ten years. Our conservation program must be intensi- 
fied. We should add substantially to our land resources 
through drainage and irrigation, while some land now being 
farmed should be returned to grass and timber. 

We should make clear to all that public range lands, which 
comprise 40 per cent of all range land in the West, will be 
protected, and that grazing shall not. exceed the sustainable 
carrying capacity of the range with allowance for other pos- 
sible uses. We should plan to spend increasing amounts for 
conserving and restoring those lands. Additional credit should 
be released for long-range soil conservation. 

Production of concentrated fertilizer from Western phos- 
phate deposits should be developed further as part of a 
program to increase agricultural output. 

Forests 

There has been no measurable improvement during the 
past year in our timber prospects. The saw-timber cut still 
far exceeds annual growth. The depletion of our remaining 
supply, especially in small, privately owned forest properties, 
is proceeding so rapidly that immediate consideration should 
be given to legislation for regulation of forest practices. Un- 
less much more rapid progress is made along lines of im- 
proved private practices or State legislation for the control of 
cutting practices, national interest and security will require 
federal-State action. As in the case of soil conservation, im- 
proved long-term credit would be helpful. Other forest con- 
servation should be strengthened. Our depleted forest 
resources should be rebuilt to meet fully our needs on a 
sustained-yield basis. 

Petroleum and other minerals 

In terms of production objectives and national security, and 
in the light of the continuing shortages of domestic supply 
relative to demand, new sources and substitutes for petroleum 
and scarce minerals are needed. A synthetic liquid fuels 
program now offers the best hope for relieving the mounting 
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pressure On Our limited supply of natural petroleum. Under 
resent federal programs about 10 million dollars annually 
will be spent during the next few years, not including any 
ditional funds that may be provided to assist in the con- 
¢uction of plants of commercial size. The development of 
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¥ under. 
sing wa- [ tidelands oil reserves should be so regulated that waste is 
n, flood | eliminated as far as possible. Programs for a continuous ap- 





paisal of our minerals position, geologic exploration and 







unicipal : 

on in a mapping and research on utilization of submarginal mineral 
‘ts, such § deposits and substitutes, should be expanded as one element 
sed for. @ of a larger program emphasizing basic scientific research. 





The cost of expanding these research and study programs 
would be about 25 million dollars a vear. 
















output 
consid. § The need for program review 
idicated If properly directed, this improvement in the utilization 
electric of our land, forest, water, mineral, and other basic resources 
haps 30 | will yield a rich national dividend, To a large extent these 
through § programs will pay for themselves through the sale of electric- 
age an- ™ ity, through repayments by farmers for use of water and, 
cluding indirectly, through increased productivity, stable communities, 
rect re- @ and higher tax revenues. It is imperative that utmost care be 
; be ex- @ taken in planning these huge investments in all phases of pro- 
ion of § gam formulation, timing of construction and operation. 
equires A large number of Government departments and agencies 
tion of § and private organizations are involved in the planning and 
lower. @ execution of these programs. Several congressional commit- 
tees are concerned with closely related aspects of the same 
program. Among the federal agencies concerned there is much 
rvation § overlapping of legislative authority and many contradictions 
educa- § in financing procedures, administrative methods and water- 
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use policies, A new approach is needed to assure a program 
of national resources development that is geared into the 
economic needs and potentialities of the country. 

One of the reasons for establishment of annually revised 
production goals is the need for benchmarks which may be 
used in the appraisal of long-range Government investment 
programs. The irrigation of land, the production of power and 
navigation facilities, programs for the conservation and de- 
velopment of mineral resources, and the like, must be ex- 
amined in the light of production needs for industrial and 
agricultural products, for energy, and for transportation. The 
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r pos- § present time, during which the less urgent aspects of these 
its for § programs can proceed only at a slow pace, should be used for 
hould § a thorough re-examination of the consistency of the programs 





with our national objectives, of future benefits related to present 






















phos- § costs, of comparative urgency and usefulness of various pro- 
of a grams, and of the best methods of procedure and organization. 
In advancing a unified program for the development of wa- 
ter, agriculture, forests and other resources and in promoting 
g the § social and economic welfare in a large region, we can learn 
t still § much from the successful experiments in the Tennessee Valley. 
ining § Experience has shown that an authority of this type can co-or- 
erties, § dinate effectively a variety of programs and co-operate with 
hould § States and localities and with private individuals and groups. 
_Un- The same methods may or may not be applicable to the de- 
f im- § velopment of other river valleys. The programs in the Mis- 
rol of # souri River and Columbia River and other river basins should 
quire § be examined in order to perfect co-ordinated development 
, im- § plans. 
_COn- § Housing 
‘orest The problem of housing involves an almost unique com- 
on a@ plex of inseparable economic and social considerations. 
Housing is both a prime outlet for capital investment and a 
prime consumer satisfaction. It looms so large in the invest- 
_and § ment picture that a large and sustained volume is essential for 
pply § maximum employment and production; in the latter frame of 
leum § reference a large and sustained volume is essential for the 
fuels § conservation of human resources and the well-being and 
iting § contentment of the individual. In an increasing urban popu- 
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lation, housing is at the center of the network of developments 
that range out over the city—stores, schools, hospitals, fac- 
tories, transportation. It figures largely in community reve- 
nues and costs. 

And yet, our housing supply has lagged behind the rise 
in our general standards of living, and far behind our real 
capacities. Slums corrode our cities and shacks blot our 
rural landscape. Even in prosperous times, for example be- 
tween 1922 and 1929, residential production was unstable, 
and, when the depression came it sank to about 10 per cent of 
“normal.” After 1932, despite extensive public and private 
efforts, the industry revived more slowly than almost any 
other important activity. 

In the postwar period, within the short space of three years, 
we have already witnessed a substantial expansion in home 
building, which cut into the acute shortage but has served the 
population very unevenly, Starts have commenced recently 
to decline. This decline has been taking place, not because 
of shortages of man power or materials, not because the hous- 
ing needs of the country have been met, and not because 
“backlogs” in any real sense have disappeared. It is occurring 
because the housing product, more conspicuously than any 
other, has priced itself out of any reasonably defined market. 
This is not a mere inflationary phenomenon, but rather the 
resumption of a long prewar trend. It reflects the technological 
backwardness of the housing industry and a host of related 
conditions such as land use and local taxation. 

Analyses based on the assumption of continued full em- 
ployment and high national income inglicate that our housing 
needs cannot even be approached without a comprehensive 
program. Against an estimated annual need of a million or 
more new dwelling units in urban areas for a 10-year period, 
analysis shows that perhaps one fifth or more can be pro- 
vided at workable rent-income relationships only through sub- 
sidized low-rent housing. A very substantial part of the bal- 
ance of the need will require large-scale private institutional 
investment quite different in its nature from the small-scale 
home building that has typified the industry. 

Most of the houses built since the war, high in price, have 
either served the needs of the high income groups, or, with 
the aid of very high public guarantees to private investors, 
have been sold to people of low or moderate means at costs 
which might involve losses both to them and to the Govern- 
ment in the long run. About 80 per cent of the housing now 
being built is for sale, although veterans and others with 
families of uncertain future size and jobs of uncertain tenure 
would much prefer to rent. And now the decline in starts has 
set in, before achieving even for one year a rate on new con- 
struction as high as the estimated annual need for ten years. 

Vigorous efforts to reduce housing costs are an essential 
part of a-long-range program, but cannot be expected to pro- 
duce prompt enough results to meet pressing current needs. 
Such efforts should recognize that a large and assured vol- 
ume is the only foundation for achieving economy in produc- 
tion, or for working out changes in hourly wage rates con- 
sistent with fair annual earnings and reasonable security for 
the workers involved. 

Enactment of the remaining portion of the comprehensive 
housing program already before the Congress would be a 
starting operation toward the more effective solution of the 
housing problem. It would provide facilities for research and 
better community planning directed toward lower costs; it 
would aid in the assembly of land areas suitable for redevelop- 
ment; it would provide a modest flow of rental housing for 
families of low and moderate income in urban areas; and it 
would directly tackle the insufficiency and inadequacy of 
rural housing. 

But these proposals are inadequate. For example, the pro- 
vision of 100,000 units a year of low-rent housing in urban 
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areas should be substantially increased. If this were accom- 
panied by a more rigorous screening of federal aid in the form 
of insurance or guarantees for high-priced housing, it would 
not lead to a higher total volume than should be undertaken 
immediately in view of competing demands upon the econ- 
omy. In fact, less materials per house would be used, and the 
composition of house production would be more in accord 
with sustainable patterns for the future. The increase in the 
federal financial burden imposed by a more adequate pro- 
gram would be moderate. While every additional dollar in 
the Budget makes it larger, the inflationary impact should be 
measured by the effect on the housing industry as a whole. 
The amount of housing generated by this expanded program 
would absorb less critical materials and man power than an 
equal number of units built for the higher-priced trade. 
Human resources 

The end objective of our economic and political system is 
to provide the individual with the means for a high standard 
of living and with wider opportunities for cultural pursuits. 
These aims will be furthered by the dedication of more of our 
resources to education, to health, to housing and to the en- 
richment of the whole physical environment—both urban and 
rural—in which people live and work and play. The specific 
programs directed toward these ends, and their intimate rela- 
tionships to a healthy economic structure, have been identi- 
fied in the Economic Report of the President last year and in 
subsequent messages. It is therefore unnecessary to spell them 
out in detail again here. But this does not imply any abate- 
ment of interest on the part of the Council of Economic Ad- 
visers in their fulfillment. As our continuing studies shed more 
light upon how these programs may be even more closely 
integrated with the maintenance of a high level of economic 
activity, or how improvement in them may have general eco- 
nomic significance, we shall treat of them again. 


INTERNATIONAL ECONOMIC RELATIONS 

Balanced economic growth will require large increases in 
our imports of raw materials and many other goods and serv- 
ices. Our own interests require that we concentrate domestic 
productive efforts in those fields where we can produce most 
efficiently and not draw down our reserves of exhaustible re- 
sources unduly. We need large imports to strengthen our con- 
servation policy and increase the stockpiles of critical ma- 
terials; our imports also provide exchange to purchasers of 
our exports, 

The main lines of international economic policy for bal- 
anced economic growth have already been laid out, and great 
progress has been made in implementing them. The initiation 
of the European Recovery Program was the main additional 
step taken during 1948 in pursuit of the goal of world re- 
covery and reconstruction. Further progress was also made 
toward creating conditions for the postrecovery expansion of 
world trade on a nondiscriminatory and multilateral basis. 
The proposed charter for an International Trade Organization 
was accepted, after difficult negotiations, by 54 countries; 
and the General Agreement on Tariffs and Trade came into 
effect. These measures are important steps in the direction 
of reducing the barriers to world trade. 

Another aspect in the development of international eco- 
nomic policy is the better co-ordination of our international 
trade policies with policies in certain other areas of the 
economy. The present situation of prosperity at home and of 
extensive American participation in economic affairs abroad 
offers a favorable opportunity for progress in this field. 

Conflicts between our foreign and domestic programs lie 
less in general policy than in specific actions. The most 
serious of these arise out of programs designed to protect 
domestic producers of specific commodities. While these con- 
flicts tend to be submerged in periods of intense demand and 
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inflationary pressure, they may be expected to appear jp 
acute form when some markets ease. The best time to resolye 
these conflicts is now. 

The basic approach in readjusting these domestic programs 
to our international policy should be similar to that involved 
in the improvement of farm price-support policies: namely, tp 
provide the necessary degree of domestic support in periods 
when it may be needed, but at the same time to encourage 
adjustment of production in line with the basic supply and 
demand conditions throughout the world. Existing program; 
adopted to protect less productive industries indefinitely no, 
only are contrary to our basic international policy, but als 
impede our efforts at home to make full and efficient use of 
our resources. They are a hangover from a period of fea 
of inadequate market and employment opportunities. 

Even with the maximum feasible level of imports, sub. 
stantial foreign investment will be needed to maintain a levd 
of exports sufficiently high to avoid a painful readjustment in 
certain areas of domestic agricultural and industrial produc. 
tion. Furthermore, such investment will probably be requisite 
if Western Europe is to relax its restrictive policies and stil 
balance its international payments at a high level after the 
European Recovery Program is over. 

In the international field, the inseparability of economic 
and political objectives is particularly apparent; and it is not 
only in Western Europe that our economic policy must serve 
a dual purpose. Major areas of the world have emerged from 
the prewar and war years with a determination to develop 
their own economic resources by improving their industrial 
and agricultural equipment. This determination reflects 3 
basic popular aspiration on the part of hundreds of millions 
throughout the world toward higher standards of living and 
economic progress after centuries of grinding poverty. The 
United States cannot maintain its world position of moral 
prestige and political leadership unless it positively support 
those aspirations. 

Our abundant stock of capital and large savings enable ws 
to do this by making both capital goods and our knowledge o! 
technology and: production methods available abroad. This 
function is now being performed in a small degree by private 
capital either directly or through the International Bank for 
Reconstruction and Development. It is to be hoped that it 
can be done more fully by private capital rather than Gov. 
ernment aid as foreign countries bent on capital developmen! 
give reasonable assurance of safety to private investors. This 
they must do if they wish to secure capital in large amounts 


FROM INFLATION TO STABILITY 

Stabilization policy for the immediate future is still com 
cerned mainly with restraining inflationary forces, breaking 
bottlenecks, and selectively adjusting the markets and _ prices 
of some commodities. Yet this report has designated some 
basic longer-run maladjustments concealed under cover d 
the inflationary boom. Since the war, increases in consump 
tion have been limited by the very high demands of busines 
for reconversion and modernization after the war, and by 
requirements for national defense and foreign aid. Our analysis 
shows that over the ensuing years consumer income and 
expenditure should be increased both absolutely and relatively. 

The fundamental issue is: Will this increase result auto 
matically through the interplay of prices and costs in th 
market place? Or will a depression appear when the gap be 
tween potential output and effective demand of consume 
and business becomes unmanageable as has happened in tht 
past? Or can affirmative policies, as envisaged in the Employ 
ment Act, close or bridge this gap before it becomes a chasm 
Fundamental strength of the economy 

It is true that the economy today is in much better position 
te withstand shock than in the twenties. Business has becomé 
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etter informed and more prudent, particularly in its inven- 
tory policies. There has been less speculation generally, The 
g-called “built-in flexibilities,” such as the Social Security 
stem, veterans’ programs, and the farm price-support pro- 
gam would all have a cushioning effect in case of a down- 
wing. In general, large Government budgets make an 
economy more resistant to shock, and on the revenue side the 
progressive income tax increases flexibility. War-created liquid 
assets, in the hands of business, State and local governments, 
and individuals could act as an immediate shock absorber 
even though their real value has been reduced by inflation. 
Federal deposit insurance would operate against large-scale 
withdrawals of funds such as occurred during the last depres- 
sion, and the Reconstruction Finance Corp. could exert some 
mitigating influence. Finally, with a tight labor market, more 
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a sub. breadwinners per family, and more progressive taxation, the 
ty. level distribution of income has improved since the prewar period, 
stmenil although these gains have been halted by inflation. 

| produc. Vulnerability of the economy . 
requisite These improvements, however, probably do not outweigh 
and stil the fact that a very high-level economy, which has been sup- 





ported by an investment boom and permeated with inflation, 
is vulnerable to sharp declines. Moreover, in terms of the 
basic problem of lifting consumption to higher levels in the 
years ahead, we cannot rely on a simple reversal of the infla- 
tionary process with its accompanying lag in consumption. 
When price weakness becomes widespread, businessmen tend 
to become pessimistic and often curtail investment and pro- 
duction; consumer purchases are deferred. The stickiness of 
many prices enhances the shrinking of production as demand 
falls off. Consumers’ real incomes are cut by unemployment 
more quickly than they gain by price declines. The slack thus 
develops into a downward spiral. 

Preventive measures 

More important than the preparation of measures to combat 
a depression after its advent, are those measures which reduce 
the likelihood of a serious downturn in the economy by cor- 
recting maladjustments in time. 

The long-term problem of a shift in the balance between in- 
vestment and consumption depends for its solution largely 
upon an improved working of the market mechanism. Ad- 
justments in prices and in wages, or some combination of the 
two, are the primary tools. In general, these adjustments en- 
tail an upward movement of wages relative to prices. But 
these adjustments require the drawing of some very delicate 
lines. It is not easy to determine the exact point at which 
price decreases which increase sales become price decreases 
which impair business confidence or income and thus reduce 
production, It is not easy to determine the exact point at 
which wage increases which add to purchasing power become 
deflationary because they add too much to costs, It is difficult 
through the market mechanism alone to solve the problem 
of timing, to determine just when the shifts in the composi- 
tion of national income and spending should be encouraged 
without being either excessively inflationary or excessively 
deflationary. Furthermore, these shifts involve the interests 
of powerful organized groups and also involve competing so- 
cial priorities or values, so that agreements are frequently not 
easy to reach. 

The problem of inflation is not limited to the peculiar 
conditions of the “postwar boom.” There is a continuing possi- 
bility of increases in prices and wages in an economy sustained 
at high levels of activity. Here lies a problem of long-range 
wage and price policies that must be solved within the con- 
text of general labor-management relations, The important 
organized groups within the economy, such as business, labor 
and agriculture, need both the economic analysis and the prac- 
tical machinery which will enable them better to harmonize 
their separate interests with the common good and to com- 
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pose even if not completely agree upon those matters which 
from a narrower perspective might seem irreconcilable. The 
work under the Employment Act of 1946, boldly con- 
ceived and faithfully exercised, can help to improve the 
economic analysis and to stimulate the co-operation re- 
quired for this central aspect of stabilization in a free-enter- 
prise democracy. 

Experience teaches that Government policies are also neces- 
sary. One type of public policy, the expansion of social-se- 
curity programs, is particularly appropriate now because it 
would strengthen mass purchasing power and markets in the 
long run, while contributing immediately to the restraint of 
inflationary pressures. By increasing the coverage and benefits 
of unemployment and old-age insurance, by introducing disa- 
bility and health insurance, and by providing more adequate 
public assistance, we would thus contribute towards that rec- 
onciliation of immediate and longer-run needs which is so 
difficult to achieve through the market mechanism. 

To have the optimum immediate anti-inflationary effect, 
pay-roll taxes should be increased by more than the increase in 
benefit payments. To have the optimum long-range stabilizing 
effect, the expansion of these programs should not be financed 
exclusively by pay-roll taxes. It should draw some support in 
future years from general budget sources. 

A minimum wage realistically adjusted to present price 
levels also helps to maintain a floor under wage incomes. 

Future tax revisions should also take account of the need 
to strengthen consumer markets, even while they should not 
neglect the need for stimulating investments, especially in 
areas which offer both great rewards and heavy risks. 

These social-security programs, minimum-wage laws, and 
tax ‘revisions are recommended on the ground of social ob- 
jectives. These same programs, however, have an important 
economic impact and may help to maintain or increase the 
purchasing power of a considerable sector of the people. 

Balanced growth. The upward adjustment of consumer 
incomes relatively to prices will be essential in the future to 
establish sustainable patterns of balanced economic growth. 
It is important that these adjustments be made. But we can- 
not be sure that these adjustments alone will insure an in- 
crease in consumption and the maintenance of a high level 
of activity. Decreases in prices or increases in costs may 
lead to a recession if they occur at a time when markets are 
weak and aggregate demand is shrinking. Therefore it is 
essential that, during threatening times, adequate support 
be given to demand while fundamental adjustments are 
going on. 

Such support may be pravided by stepping up these basic 
governmental programs which are essential to economic 
growth. At times it may become necessary to supplement 
these programs by specific measures to insure stability. With- 
out adjustments in the price-wage-profit relationship, we 
shall not be able to place the economy on a basis of con- 
tinuing stability. Without the simultaneous adoption of poli- 
cies designed to promote economic growth, we may not safely 
rely on the adjustments. It is necessary to combine measures 
that prc ote growth with those that support stability in an 
integrated program. 

We should adapt our policies accordingly, In schools, 
housing, health and community facilities, resource develop- 
ment and conservation, transportation and other fields, there 
are enormous discrepancies between the work now being 
done and the needs of a growing economy. Advance planning 
on all these fronts should go forward in larger magnitudes 
than present programs can be pushed. With careful timing, 
these programs should be stepped up sufficiently so that ad- 
justments in costs, prices and profits can be made on a 
strong underpinning which prevents adjustments from turn- 
ing into a downswing. 
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Lodge-Vandenberg Tie-up in Politics . . . Pressure 
On Chiang to Compromise...U.S. Aid to Portugal? 


Russia’s Stalin hasn’t sparked as yet 
to the Truman hint that U.S. misht 
like now to try to do some business 
with him. The President was trying 
to draw a feeler from Russia when he 
said that some members of the Rus- 
sian ruling group were anxious to deal 
with this country. 


x *k * 


Dean Acheson is not on as close terms 
with Defense Secretary James Forres- 
tal as were General George Marshall 
and Under Secretary Robert Lovett. 
When Mr. Acheson moves into the 
top post in the State Department, the 
views of the armed services are not to 
have as much influence in foreign pol- 
icy. 
x k * 


Senator Arthur Vandenberg is losing 
influence as a foreign-policy adviser 
because he publicly rebuked President 
Truman for the Vinson “mission-to- 
Moscow” proposal. That is one reason 
behind the Democratic Party decision 
to reduce the Republican membership 
on the Senate Foreign Relations Com- 
mittee. 


KR O*® 


Career diplomats abroad are going to 
be disappointed over the appointment 
of Dean Acheson as Secretary of 
State. They had all been working for, 
and expecting, the appointment of W. 
Averell Harriman for that post. 


Kick’ pk 


Leon Keyserling, member of the Pres- 
ident’s Council of Economic Ad- 
visers and at present No. 1 New Deal- 
er in the Government, wrote the major 
portion of President Truman’s State 
of the Union message. Mr. Keyserling 
is more and more influential in White 
House councils when economic policy 
is shaped. 


wk? 


Senator Henry Cabot Lodge, Jr., of 
Massachusetts, is being referred to as 
the man who is to be backed by Sen- 
ator Arthur Vandenberg, of Michigan, 
for the Republican presidential nomt- 
nation in 1952. The Lodge-Vanden- 
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berg political tie-up is becoming quite 
close. 


x**kk 


Senator Arthur Vandenberg came out 
of the recent Republican caucus as the 
one Republican leader of the 80th 
Senate who is passed by in distribu- 
tion of titles for the 81st Congress. 
The Michigan Senator had been spo- 
ken of as chairman of the Republican 
conference, but that job went to Col- 
orado’s Senator Eugene Millikin in- 
stead. 


=x *%& ® 


Ohio’s Senator Robert Taft has ex- 
pressed the opinion to his Republican 
colleagues in the Senate that it might 
be unwise for the party to regain con- 
trol of Congress again in 1950. He 
thought the strategy should be to win 
the ‘‘great’”” States in preparation for 
1952, but not to be so concerned about 
the others. Republicans from States 
that might not be considered “great” 
are not too pleased by that attitude. 


x *k * 


Sam Rayburn, House Speaker, is pre- 
pared to let the White House call the 
tune on legislation to get the right of 
way in the House. This time it is to be 
the Senate that will give Mr. Truman 
his biggest problem, where it was the 
House of Representatives in the past. 


x *k * 


Herbert Hoover’s Commission on 
Government Reorganization is stirring 
up a hornet’s nest with its tentative 
suggestions for streamlining the De- 
partment of State. Diplomats in the 
Foreign Service who have stood off 
successfully any attempt over the 
years to trim their power or special 
status are getting set to try to main- 
tain that record of success. 


x *k * 


Paul Hoffman, Marshall Plan Admin- 
istrator, is concerned over the failure 
of newspapers in Europe to pay much 
attention to the billions in aid U.S. is 
giving their countries. People are be- 
ing left with the impression that this 
country is handing out dollars be- 


cause it needs to in order to keep bugis 
ness at home from slowing, and ing 
der to keep Communists from makig 
gains. 


xk k * 


U.S. policy makers are quietly adopt 
ing a roundabout method to decreas 
this country’s dependence on Russia 
for manganese, necessary metal fog 
steel. U.S. steel is being shipped t 
Canada for manufacture of freight 
cars to be sent to South Africa. T 

fretght cars will make possible a steps 
up in South African manganese ex: 
ports. 


x & 


China’s Chiang Kai-shek is being 
pressed by U.S. to make a deal with 
the Chinese Comnuunists so that thi 
country won’t face the problem of 
continued recognition of Chiang’ 
Government as the legal Governmen| 
of China while the Communists aré 
in control of the key areas of that pa 

of the world. 


x * * 


Ernest Bevin, Britain’s Foreign Secre: 
tary, still is trying to maneuver U.S 
into a position of opposition to thé 
Jewish state of Israel in its relations 
with the Arabs. U.S. view is that 
Israel has won, with arms, the argu- 
ment over its future status in thé 
Middle East. 


x * * 


France’s Gen. Charles de Gaulle, who} 
wants a strong Government in France 
with himself at the head of. it, is be- 
ginning to fear that he may have! 
missed the political boat. The pres- 
ent middle-of-the-road Government 
is gaining in prestige, with both the 
far left and the far right apparently} 
further away from power than seemed) 
probable a while back. 


x *&-* 


Portugal is upsetting Marshall Plat 
officials by asking U.S. for $100,- 
000,000 aid. So far, the Portuguese 
have paid their own way, but trade, 
based on wines, corn and sardines, is) 
falling off fast, so they want help. 
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CELEBRATING THE 75th ANNIVERSARY OF OLD CHARTER! 


Here’s hoping that you soon have the good fortune to fall in with a noble old 
friend. An old friend now celebrating a 75th birthday—Old Charter! Then, as 
your glasses clink, may the heart-kindling glow and the mellow friendliness of 
Kentucky’s finest straight bourbon recall to you once again the fact that, if ever 
a work of man is to achieve perfection, time and experience must be two of its 


indispensable ingredients. It will be a great pleasure to have you join the party! 


STRAIGHT BOURBON WHISKEY*THIS WHISKEY 1S 6 YEARS OLD*86 PROOF*BERNHEIM DISTILLING CO., INC., LOUISVILLE, KY, 
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